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TO ELIMINATE PACIFIC COAST SHIPBUILDING COST 
DIFFERENTIAL 


WEDNESDAY, AUGUST 5, 1959 


Houses OF REPRESENTATIVES, 
SUBCOMMITTEE ON MercHantT MARINE 
OF THE COMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10:30 a.m., pursuant to call, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. . 

Present: Representatives Bonner, Miller, Zelenko, Downing, Casey, 
Tollefson, Mailliard, and Pelly. 

Present also: Representatives Boykin, Garmatz, Rivers, Anfuso, and 
Johnson. 

Staff members present: John M. Drewry, chief counsel, and William 
B. Winfield, chief clerk. 

The CHairMAN. The committee will come to order. 

The purpose of this hearing is to hold a preliminary hearing with 
respect to H.R. 8093 and similar. bills to amend the Merchant Marine 
Act, 1936, in order to eliminate the 6 percent differential applying to 

certain bids of Pacific coast shipbuilders. 

Subsection 502(d) of the act is the provision proposed to be re- 
pealed. This subsection would require the acceptance of the bid of 
a Pacific coast shipbuilder for the construction or reconditioning of 
a vessel to be operated in the foreign trade from Pacific coast ports, by 

| anoperator having its principal place of business on the Pacific coast 
| of the United States, and if the bid of the Pacific coast shipbuilder does 
| not exceed the bid of an Atlantic coast builder by more than 6 percent. 
This provision was a part of the original 1936 act. While the Chair 
understands it has not come into effect with any great frequency, it 
has nevertheless been challenged from time to time by persons inter- 
ested in Atlantic or gulf coast shipbuilding. ‘ 

The Chair recognizes that in the 23 years since the differential 
provision was established there have been great changes throughout 
the country in our industrial and economic life, and therefore it may 
well be time to initiate a thorough review of this subject. The Chair 

|further recognizes and strongly believes that this matter is of a 
complex nature, and should be carefully and thoroughly reviewed 
before taking action which might upset a sound balance in our ship- 
building mobilization base. A number of letters and telegrams have 
been received, urging more time for preparation of statements of 
position on this matter. The Chair believes that these suggestions 
are reasonable, but has scheduled the hearing today so that the prob- 
lem could be presented by the authors of the several bills, and so the 
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matter might be discussed with the Federal Maritime Administrator 
Upon the conclusion of the hearings today and tomorrow we yj 
review the situation and determine when to proceed with more de. 
tailed testimony. 


(The bills referred to follow :) 


[H.R. 8093, 86th Cong., 1st sess. ] 


A BILL To amend the Merchant Marine Act, 1936, in order to eliminate the 6 per centyy 
differential applying to certain bids of Pacific coast shipbuilders 


Be it enacted by the Senate and House of Representatives of the United State 
of America in Congress assembled, That the Merchant Marine Act, 1936 (49 Stat 
1985), is amended by striking out subsection (d) of section 502. 


(H.R. 8205, 86th Cong., 1st sess. ] | 


A BILE To amend the Merchant Marine Act, 1936, in order to eliminate the 6 per centun 
differential applying to certain bids of Pacific coast shipbuilders 


Be it enacted by the Senate and House of Representatiwes of the United States | 
of America in Congress assembled, That the Merchant Marine Act, 1936 (49 Stat. 
1985), is amended by striking out subsection (d) of section 502. 


{H.R. 8288, 86th Cong., 1st sess. ] 


A BILL To amend the Merchant Marine Act, 1936, in order to eliminate the 6 per centum | 
differential applying to certain bids of Pacific coast shipbuilders 


Be it enacted by the Senate and House of Representatiwes of the United States 
of America in Congress assembled, That the Merchant Marine Act, 1936 (49 Stat, 
1985), is amended by striking out subsection (d) of section 502. 


[H.R. 8176, 86th Cong., 1st sess. ] 


A BILL To repeal section 502(d) and a portion of section 509 of the Merchant Marine Act, 
ees which requires bids by Pacific coast shipbuilders be approved under certain cir. 
¢umstances 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) subsection (d) of section 502 of 
the Merchant Marine Act, 1986 (46 U.S.C. 1152(d)), is hereby repealed. 

(b) Section 509 of the Merchant Marine Act, 1936 (40 U.S.C. 1159), is 
amended by striking out ‘“: And Provided, That in case a vessel is to be cor 
structed under this section for an applicant who has as his principal place of 
business a place on the Pacific coast of the United States” and all that follows 
in that section down through and including “maintains his principal place of| 
business at any place on the Pacific coast.” and insert in lieu thereof a period 

The Cuarrman. I will take Mr. Colmer, who is the author of one of 
the bills on this subject, as the first witness. 

Mr. Colmer, a distinguished Member of the House of Representa 
tives, has rendered long service to the Nation and is recognized as one 
of the Jeaders on the floor of the House and in the Congress and is! 
forceful member of the Rules Committee of the House of Representa:| 
tives, a committee which all chairmen of the House have to respect 
and go before and go with fear and trepidation but justice is general! 
meted out. Some of us might disagree, but nevertheless we all gé 
along very fine with Mr. Colmer, and we appreciate, as a committe 
his cooperation with us in matters heretofore taken up before tht| 
committee of which he is a member. 
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‘ator, | I want to thank you, Mr. Colmer, for your consideration of this 
will | committee when we have been before your committee. 
ede  Now,Mr. Colmer, of Mississippi. 


STATEMENT OF HON. WILLIAM M. COLMER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MISSISSIPPI 


entum = Mr, Cormer. Mr. Chairman, members of the committee, of course, 
[am very appreciative of the remarks of the distinguished chairman 

State of this great committee of the House. So far as they apply to this 

) Stat, humble Member of the House I would like to take a sentence from his 

statement, however, and say that I appear before this committee this 

morning with fear and trembling. I do so very largely because this 
committee has been so alert in getting this matter before the committee 
that I fear that I have not been able to properly marshal the facts and 
figures that I would like to marshal in justification of my bill and the 
other bills introduced by other Members of the House. However, Mr. 

Chairman, I should like to state in the beginning and in furtherance 

of my statement that we hope to be able to present this committee the 

necessary facts and figures before the hearings are completed. 

I wanted this morning to make a very brief statement about the mat- 
ter and then I hope that the Chair and the members will appreciate 
| the fact that I have to return to my own committee where we are 
having some hearings on a very important and, it seems, somewhat 
Ytatee | controversial matter. 

Stat | Mr, Chairman, there is a bill in the Senate, introduced by Senator 
Butler for himself and Senator Williams, 8. 2175. There are bills 
introduced before this committee by Congressman Downing, of Vir- 

| ginia, Congressman Garmatz, of Maryland, Congressman Brewster, 

of Maryland, and myself on the subject matter under consideration. 

react, T believe my bill, H.R. 8093, was the first bill followed by 8176 by 
Mr. Brewster, 8205 by Mr. Garmatz, and 8288 by Mr. Downing. 

Stats | _.1 am very pleased to observe that two of those who have introduced 

502 ot +House bills are members of this distinguished committee. 

Now, the purpose of these bills is, briefly, to repeal a section of the 
»), 8) Merchant Marine Act of 1936, the so-called ship subsidy bill, which 
ee oo in volume 49 of the Statutes at Large beginning on page 1985. 
oliows, The preference granted the west coast shipbuilders appears in subsec- 
ace ot| tion (d) of section 502 (p. 1997 of vol. 49, Statutes at Large) and in 
eriol section 509 (p. 2001, vol. 49, Statutes at Large). The citations in the 
neof United States Code are 46 U.S.C. 1152(d) and 46 U.S.C. 1159. 

Now, this provision of the statute grants a 6 percent differential for 
enta the construction of merchant marine vessels to shipbuilders of the 
s one| West coast. The Merchant Marine Act of 1936, therefore, grants what 
d isi, the proponents of the bill contend is preferential treatment without 
enta-| justification. 
spect ‘It is true that in 1936 when this bill was passed, there was possibly 
rally Some justification for this act. The west coast shipyards did have to 
ll gé, Pay additional freight and transportation costs since their major 
vite, | Sources of supply were located in the eastern and midwestern areas. 
e the| The only purpose for this 6 percent referential treatment was to com- 

_ pensate for this difference in freight and transportation costs. The 
picture has changed since 1936. In the ensuing years there has oc- 
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curred, as we all know, the tremendous industrial development on the | wh 


west coast that is so ably represented here by the gentleman from 
Washington, Mr. Tollefson, and the gentleman from “California, Mr. 
Mailliard, and the gentleman from W ashington, Mr. Pelly, and the 
gentleman from California, Mr. Miller. 

Now, they have grown up there industrially. They have come int 
their own and I am sure that these distinguished gentlemen have made 
their proper contribution to that growing up process. 

Adequate sources of supply for the main components of shipbuild. 
ing are now located on the west coast. The steel mills and the fa. 
cilities which manufacture gears and other : auxiliary components are 
located in the western area of our countr y as well as in the east. This 
obviously, eliminates the additional cost ‘of fre ight and should, there. 
fore, consequently eliminate this unfair, we contend, 6 percent dif. 
ferential payment by the U.S. Government. A detailed, comprehen. 
sive price study on a basis of item by item is presently being made and 
is soon expected to be completed, and we hope to furnish this commit. 


tee later on with those figures. In the meantime, I would like to pre. | 


sent the following facts for your consideration : 
(1) With the steel mills and m: vjor sources of supply located on the 


west coast, the freight differential is no longer a reality. As pointed | 


out a moment ago, the gears and turbine sets—an item of approxi- 
mately $1 million per ship—manufactured by General Electric and 
Westinghouse, are delivered on an equalized price basis, that is, they 
cost exactly the same delivered to a west coast shipyard as delivered 
to an east coast shipyard. 

(2) Many east coast and gulf coast yards buy as much as 30 percent 
of their total equipment from Ww est co ist manufacturers, thereby indi- 
cating that the manufacturers’ prices are competitive in every way. 

(3) The U.S. Navy Bureau of Ships, with its tremendous and ex- 
tensive shipbuilding program, does not recognize any differential 
whatsoever for any yard in any location. They term a differential 
payment as being unrealistic. Yet we know, as a matter of fact, that, 
so far as the Federal Government is concerned, there are more Navy 
ships built than there are merchant ships and therefore, from the 
Government’s point of view, if it was sound to grant a differential of 
6 percent on merchant ships then the Government certainly should 
grant it on the naval vessels. | 

(4) No differential exists, or to the best of my knowledge, ever has 
existed, for any major airplane manufacturer when bidding fora 
Government contract. on a competitive basis. Glenn L. Martin Air 
craft in Baltimore has to bid competitively against Lockheed and 
Douglas in California and Boeing in Washington, and vice versa. 
The Air Force does not recognize any differential based on geogra 
phical loeation because this differential would also be unrealistic, 3 | 
in the case of the Navy. | 

(5) Competition in bids is an excellent indicator of the general sitt- 
ation in any construction activity. I would request that the member 
of this committee carefully examine all the competitive bids sub- 
mitted to the Maritime rey re within the last 2 or 3 ye ars and | 
possibly even those submitted to the Navy Department through the 
Bureau of Ships for the same period and I feel certain that they will 
find a competitive range between east. coast and west coast shipyards 
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which does not reflect the 6 percent preferential treatment which has 
heen accorded since 1936. 

In other words, Mr. Chairman, as I pointed out a moment ago, 
while there may have been and no doubt were justifiable reasons for 
the differential being written into the 1936 Merchant Marine Act, that 

icture has changed ‘and that situation no longer exists. 

Now, I have learned in the past several years, through my activities 
up here and I hope I will not be misunder stood about this, that dis- 
cimination is a very evil word. We spend an awful lot of our time 
in the Congress up here and apparently are going to spend a lot more 
time on the question of discrimination. If discrimination is bad 
among people it is bad among sections. If discrimination is desirable 
in some sections, then, under the same argument, it would be desirable 
in other sections. 

There is one other matter, Mr. Chairman, about this bill that I 
would like to comment on very briefly. I noted that in a report to 
this committee from the Comptroller General of the United States, 
under date of July 20, in reply toa request from this committee on 
my bill, H.R. 8093, that they took no position on the matter. They 
said they have no special information or knowledge as to the need or 
desirability of the proposed legislation and therefore they make no 
recommendation with respect to its enactment but they do point out 
inthat communication this language : 

We do wish to invite the attention of your committee to the fact that a some- 
what similar Pacific coast preference is contained in section 509 of the Merchant 
Marine Act, 1936, and we suggest, in the interest of consistency, that considera- 
tion be given to both preferences by your committee. 

Now, it will be noted in that connection that the gentleman from 
Maryland, Mr. Brewster, recognized that fact when he introduced the 
bill, H.R. 8176. Mr. Brewster has covered that in his bill, as I under- 
stand, and I think it is a matter that should be considered. In fact, I 
think it should be included if the committee sees fit to report a bill out. 

That second provision of section 509 covers a discount in interest 
rate on loans but which applies only to the operator and I was not pri- 
marily concerned when I introduced that bill, but I think, in the in- 
terest of consistency, that it also ought to be considered and I am sure 
that that phase of it will be developed further in the hearing. 

Now, Mr. Chairman, with apologies for this rather haphazard, rath- 
er incomplete presentation of my bill which is an initial presentation, 
I want to thank the committee for having heard me and to ask your 
serious consideration of this proposed legis]: ation. . 

Let me say in all candor and frankness that I ask that not alone be- 
cause my section is interested in shipbuilding but I ask it in the com- 
mon interest of the country and of the taxpayer. 

Now, there are instances and recent instances, I am informed, where 
contracts have been awarded on the basis of this differential that 
went to the west coast where there were lower bidders from the other 
sections, 

I recognize that we are all here primarily to represent ‘our dis- 
tricts since that is one of our primary duties, although I have never 
considered that that was our sole duty by any means, and feel that 
we must approach all of these questions from the standpoint of the 
common good in our common country. However, I say from a per- 
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sonal point of view that, if a differential is to be continued to, oy | 


friends on the west coast, then, and again I do not want to 
sectional, we might consider a differential to those of us who byjlj 
ships on the gulf coast and who are somewhat removed from the steq 
market and the west coast and the east coast where we have to om 
quite a few of our materials that go into the construction of thes 
ships. 

I am sure that others will develop this case much more fully thay 
I have and agaim, Mr. Chairman, I want to thank you and the com. 
mittee for hearing me this morning and for giving such expeditioys 
attention to this matter. I am sure that the other gentlemen who 
have bills will want to be heard and again I am sure that they wil] 
do a better job than I have done. ; 

Thank you very, very much. 

The Cuarrman. Thank you, Mr. Colmer. 

I assure you that the subcommittee will give serious consideration 
to the matter before it. 

Thank you very much. 

Mr. ZeLenko. May I ask the chairman to yield? 

I want to explore one point in favor of this legislation. I am happy 
that you brought to the attention of the committee the changing eco- 


nomic situation which is the basis of your bill, but I would like to | 


point up one more facet of this, and that is that under the present 
economic situation in this country it occurs to me that there may he 
one or two tremendously big companies which have both east and west 
coast. facilities by reason of which they can bid against themselves 
or outbid other legitimate bidders; that is, some steel company per. 
haps which could use the 6-percent differential on the west coast in 
order to get a bid against one of its own plants or a smaller company 
which is located on ene of the other coasts, and, in order to circumvent 
what may be an economic subterfuge, I feel that perhaps this should 
be explored, sir, because this legislature would provide an untram- 
meled method of getting fair bids with equal opportunity for all. 


I do not think you explored that, sir, but I wish your research staf | 


would do it. 

I am sorry that I took that additional time from you but I am in 
favor of the legislation for the reason, among others, that I have just 
outlined. I donot know too much about it but I understand that there 


are some companies in that very favorable and, I would say, perhaps | 


monopolistic or unfair situation, having places on both coasts and s0 
they are not worried about this at all. It works in their favor inall 
directions. 

I want to give the smaller yard a chance. 

Mr. Cotmer. Yes. 


that. I understand that the very situation that the gentleman has 9 
fully and capably presented does exist and that, therefore, it results in 


a particular advantage to these big operators as well as to the wes | 


coast, and I am sure that that will be developed as the hearings go 
along. 


Mr. Zevenxo. As a matter of fact, that situation even operates 1 | 


the detriment of other west coast operators, does it not, if you follov 
it out logically ? 














cer’ 
Mr. Chairman, may I take a half second to commend the gentleman, | 
Mr. Zelenko, for calling that matter to my attention. I did not develop | 
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Mr. Couamer. I think that would be true. 

Mr, ZeELENKO. Thank you, sir. 

Mr. Cotmer. Thank you, gentlemen. 

Will the chairman excuse me? I have to go tothe Rules Committee. 

The CuamrMan. Let the Chair state that I did act hurriedly in 

assing this witness. 

Are there any other questions that members of the committee may 
yishtoask? Mr. Tollefson. 

Mr. Totterson. I appreciate that the witness has a very important 
assignment and I think perhaps we can get the answers to the ques- 
tions that we might like to ask from someone else who has more time. 

Mr. Cotmer. Thank you. 

Mr. Petty. Without unduly delaying the gentleman, I just want to 
make one inquiry to possibly clear up the record the way he has left it. 

First, I would like to say that I represent a district that has never 
received any contract awarded as a result of this differential, and I 
think I ean be objective about it. 

The gentleman has referred to the fact that the Navy awards many 
of its contracts to the west coast without resorting toa differential. I 
think the gentleman must recognize that the Navy has to consider 
national security as a result of which it places business by areas, 
without the need of using a differential, not strictly on a low-cost 
basis. In other words, it will call for bids maybe just for bidders from 
the west. coast in order to try to maintain certain facilities there in the 
interest of national defense. 

Mr.Cotmer. I am sure there is some justification in the position that 
the gentleman takes but the fact. remains that they do not grant any 
differential even in the awarding of competitive bids and really what 
this gets down to is a question of competitive bids. Therefore, I think, 
tothat extent, our argument is sound. 

Mr. Petty. Possibly you missed my point. I think that maybe 
the Navy has paid more than 6 percent in some instances in order to 
preserve some skills and shipyard facilities from going out of business. 

I think we ought to look into those situations. Maybe a 6-percent 


| differential is not the right answer. Maybe it should be a different 
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formula, but I think we all know that the origin of this particular 
preference was on the basis of national security, as I understand it. 

Mr. Cormer. I am sure that this distinguished committee will go 
into that and I have tried to be as objective as I could in presenting 
the case. 

Mr, Minter. Mr. Chairman. “ 

The CuatrMan. Mr. Miller. 

Mr. Minter. You drew a parallel between this and the granting of 
certain bids in the airplane industry. 

It has always been my understanding that, when it came to devel- 
opment of a plane, the Air Force or the Navy designated the type of 
plane that it wanted and the function that it wanted it to do, and 
then selected a developer; Martin submitted a suggested plan or Boe- 
ing developed a plan or somebody else developed a plan; but there 
has never been in the development of a service plane in the airplane 
industry, anything like open competitive bidding. It is all by nego- 
tiated contracts arising out of the type of the specific plane that the 
services wanted. If you want to follow it through, they built a cer- 
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tain number of planes, generally about 40, established the cost, fixed, | ( 
target price, and then let contracts. If the contractor built planes fy | Wo 
less than the target cost, he got a 25 percent incentive differentia] aga 
There is no comparison between the basic way in which planes ay get 
developed and built and the basic way in which ships are develope d 
and built. wol 

I think you will find all of the things that I have just told youiy the 
the hearings of the Hébert subcommittee of the Armed Services Com. | and 
mittee on which I had the privilege of sitting. . alle 

Mr. Cotmer. I can only say to my friend from California in thy | kee 
connection that at the time that this now-obsolete provision was writ. | tail 
ten into the Merchant Marine Act that there was very little airplay | J 


production on the west coast. we 
Mr. Miter. That is right. bui 


Mr. Cotmer. But we do not find that any differential was providel |} 
for that and therefore I do think that it is analogous to that extent, | tha 

Mr. Mire. I think that the production of airplanes on the wes | sar 
coast has kept pace with the production of airplanes nationally, | tio1 
merely because many of the companies that produced planes had their | the 
origin on the west coast and happened to have the know-how and such \ 
information as there was. be s 

Douglas, for instance, one of the biggest producers, was a small! 1 
operating outfit building planes. They had the know-how; when the| reti 
demand came for expanding the industry the services turned to Doug-| 
las who continued to build them on the west coast. 7 

Lockheed used to run an airline and build planes and back at about} 
that time they had to divide their operation but their headquarter | con 
were there. } 

Many big industries have stayed on the west coast and had to move} lea) 
later on to the east coast on account of the freight differential. Cater’ [I 

illar Tractor Co. has its official headquarters in my district but doe | bui 
ess than 10 percent of its work there. It does it at Peoria and other} coa: 
places throughout the country. Technically, they are still there} J) 
The crawler type tractor was developed in that area of California | enu 
Because of economic reasons, they had to come East so they could} buil 
meet the competition. coas 

I understand the gentleman’s position. I am very happy to se’ cap 
that he places his principal argument on the basis of what is good for} now 
the country. | J} 

Now, when the chips were down, we on the west coast were called | kee) 
upon to build ships just as you on the gulf coast were called upon to, the 
build them, and we built ships just as cheaply and as quickly on the| east 
west coast as they were built elsewhere in the country under war} ) 


conditions. y 
Mr. Commer. Pardon me. I am not sure that I got my friend’| plie 
statement. You built ships as cheaply on the west coast ? | Jy 


Mr. Mrrrer. Under the line production methods that Kaiser used, | that 
Liberty ships were built about as cheaply as they were built any plac, sos 
else in the United States. When they were in maximum production} full 
I think that you can put Kaiser’s record against the record of any| the 
group building like ships in the United States. We built thousand} % 
of ships out there. 


wha 


| a 
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xeda | Our shipyards were built up during’ World War I and then between 
$ for | World War I and World War II went down. They were built up 
ntial, again in World War II when we were delayed a year and a half in 
Sam getting the maximum development. t. 
opal += «Now, what we are trying to do is to keep a minimum amount of 
work flowing into the yards on the Pacific coast so that you will have 
MU in the know-how and the capacity to pick it up in case of an emergency, 
Com and about all that we have been getting are the crumbs. The Navy 
allocates its own work irrespective of cost merely for the purpose of 


be spread around the country. 

small| The CHarrmMan. Let me ask the witness if it is necessary that you 
nm the | return to your committee at this time ? 

oug-| Mr.Cotmer. I should like to, Mr. Chairman. 

The CuarrMAN. Then we will call this witness back. 
about} Mr. Miuuer. Excuse me. I did not mean to make such a long 
urters | comment. 

Mr. Cotmer. I do appreciate the Chair’s consideration. I hate to 
mov | leave the subcommittee right there. 

Yate’ Did I understand the gentleman to say or contend that he could 
t doe | build his ships as cheaply out on the west coast as they can on the east 
other} coast? 
there} Mr. Mitier. Perhaps the gentleman was not very clear with his 
rnia, | enunciation. Isaid that during World War II, when ships were being 
could | built on a production-line basis, they were built as cheaply on the west 
coast as they were at any other place, which shows that we have some 
to see! capacity and some know-how in the shipbuilding field but we are not 
rd =| now talking of building ships on production-line basis now. 

Mr. Cotmrr. Now, finally, on the question of live and let. live and 
called | keep the yards operating, I am sure that the gentleman recognizes 
on to, the fact now that all shipyards not only on the west coast bat on the 
m the) eastand gulf coasts are hungry for contracts. 

r wat} Mr. Mimuzer. That is right. There is no question about that. 

Mr. Comer. Therefore, that principle of keeping them going ap- 
plies to the east and the gulf coasts as well as to the west coast. 

Mr. Minter. I agree with the gentleman wholeheartedly and I say 
used, | that there is not enough bread to give us all the amount that we need, 
place | so shall we be selfish and say those on the east coast are going to get a 
iction, | full meal while we on the gulf coast or the west coast are going to get 
f any} the crumbs or go hungry? That is what it amounts to. 
sand} Mr. Boyxrn. Mr. Chairman, I want to say that IT know all about 

| what he is saying and have considered with him on it. 
|. Our districts join each other and for a quarter of a century we 
| have been working on this. I also do sympathize with Mr. Miller, the 


that | keeping the know-how and the familiarity with shipbuildmg in cer- 

Writ: | tain of these areas. 

plane | When the Navy uses open bids, they do not use the differential and 
we do not get any of their work. There are nine atomic submarines 
building on the east coast today and not one on the west coast. 

videl | Now we do not mind being the orphan but we would like to feel 

nt, | that we belong to the family. We have the facilities that are neces- 

wes | sary in time of emergency on the west coast and that it is in the na- 

nally, | tional interest to keep some vitality and know-how in the industry on 

their | the west coast. 

| such | What I say there also goes for the gulf coast. I think that it has to 

| 


iend’s 
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same as I do with the east coast and the west coast and the gulf coag. 
We are in a bad fix. We ought to try to figure out some way to pet 
more business and some crumbs because all these foreigners are build. 
ing. We ought to have more subsidy. 

I agree with every word Mr. Miller says and I am introducing 4 
similar bill to this this afternoon. 

You have done a great job and we appreciate what you are doing 

Mr. Couamer. I thank my colleague from Alabama. r 

Mr. Miter. I want to compliment my friend on the wonderfy] 
statement he has made. 

Mr. Cotmer. I want to compliment my friend on taking care of 
his own. 

The CuatrMan. The committee is delighted to have before it Mr. 
Brewster, of Maryland, who is serving his first term and has already | 
been recogniz 1 as a forceful Member of the House of Representa. 
tives. He has gained quickly the respect of the Members on both 
sides of the aisle in the House. 

Mr. Brewster, we will hear you on your bill now, H.R. 8176, 


STATEMENT OF HON. DANIEL B. BREWSTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MARYLAND 


Mr. Brewster. Mr. Chairman and members of the committee, | 
wish to thank you for allowing me to appear before you and to 
very briefly add what I hope are a few facts to the explanation of 
these bills given by my colleague from Mississippi. I would be remiss 
if I did not comment that I believe a member of the committee, my 
colleague from Maryland, Mr. Garmatz, should really be the one 
here in the witness chair because in years gone by and again this 
year, Mr. Garmatz has introduced similar legislation. 


The CHAIRMAN. The committee will hear Mr. Garmatz, a distin: | 


guished member of this committee. 

Mr. Brewster. Yes, sir. We in Maryland are very proud of hin. 

Mr. Mitten. We are very proud of him. 

Mr. Brewster. My bill, sir, H.R. 8176, differs from the companion 
bills only in one respect. It goes slightly further. It repeals subser- 
tion (d) of section 502 and then it goes on to strike out a portion of 
section 509. This latter section pert: ins to domestic and coastwise 
shipbuilding on the west coast. 

It seems to me to be consistent that both of these differentials should 
be considered at the same time. 

Unquestionably, the 6 percent differential, when the law was drawi 
in the midthirties, was a wise and reasonable move for national de 
fense, for a two-ocean Navy, and to build up the know-how on ow 


west coast. It now would seem that the reason for this differentia! | 


has ceased to exist. At that time, the west coast did not have: 
substantial steel industry. That has now changed, and on the wes 
coast we find United States Steel’s Geneva division in Utah, Kaiset, 
Oregon Steel Mills, Pacific States Steel Corp., and Bethlehem Ps 
cific. These plants last year produced 769,500 tons of steel plate 
These plants produced 469,900 tons of steel in structural she ipes. 

I obtained these figures from the Institute of Scr: ap Tron & Steel! 
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Bach year for the past several, the percentage of steel production 
on the west coast has increased. Steel prices on the west and east 
coasts do not substantially differ. The Geneva, Utah, plant of United 
States Steel sells steel plate at $5.30 per hundred pounds. This is 
comparable to east coast prices. Certain other west coast plants sell 
steel plate at these prices: Fontana, Calif., Kaiser, $6.10; Colorado 
plant, $6.15. ; 

The prevailing price on the east coast for the same plate is $5.30, 
s that you see that one west coast plant prices steel plate at pre- 
cisely the same price as the east coast and the other slightly in ex- 
cess. ; . 

The same pattern 1s true in structural shapes. 

However, the cost of steel which has long been used as the rea- 
son for this differential is only a part of the cost of shipbuilding. I 
am informed by the Maryland Shipbuilding & Drydock Co. that wage 
rates on the east coast are slightly higher than west coast rates. 

I am further informed that many of the component parts of a ship 
can be obtained on the west coast at prices substantially less than east 
coast prices. I here specifically refer to valves and manifolds. 

In one specific ship, the USNS Point Barrow, the west coast price 
for valves and manifolds on this ship was $23,000. The lowest. east 
coast bid was in excess of $27,000. On the same ship, the line shaft 
bearings were purchased on the west coast at approximately $10,000. 
The lowest east coast price for the same shaft was $20,000. 

On a Grace Line conversion cargo cranes were purchased on the 
west coast for about a million dollars. The lowest east coast price 
wasa million and a quarter dollars. 

Qn another particular contract, the main generators and engines 
purchased on the west coast were $650,000 and the lowest east coast 
bid was in excess of $700,000. So, gentlemen, east coast shipbuild- 
ing concerns purchase a substantial portion of the equipment that 
goes into ships built on the east coast from west coast. firms. 

Turning to another facet of this presentation, the Maritime Com- 
mission informs me that in the year 1958 ships with an aggregaté 
value of $158,185,000 were constructed on the west coast as opposed 
to ships with an aggregate value of $512 million constructed on the 
east coast. ‘This is merely a comparison west to east and not taking 
into consideration the gulf. In other words, the west coast con- 
structed, in value, approximately 25 percent of the ships constructed 
on the east coast. ‘hose figures I just gave you included naval con- 
struction, but let us consider the value of commercial shipbuilding 
contracts alone because that is where this differential takes the bite. 
In 1957 there were four west. coast vessels valued at $29 million. In 
the same year, there were 28 east coast vessels valued at $334 million: 
In the next year, 1958, and you can see how this change comes about 
how, the west. coast. was 9 commercial vessels, $81 million, and the east 
coast, 3 vessels, $130 million, so that in last year’s commercial con- 
struction the difference between east and west coast was not too great, 
581 million versus $130 million. 

Let me be specific in three cases. These cases are examples where, 
because of the operation of section 502, subsection (d), east coast 
yards have lost contracts to the west coast. The builders have been 
required to pay additional cost and the taxpayers have paid their 
percentage of that cost. 
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The first example is one where the Oceanic Steamship Co. wanted 
to convert two mariners to passenger vessels. The low west. coag, 
bidder, Willamette Lron & Steel Co., submitted a bid of $27 million, | 
The low east coast bidder, Maryland Shipbuilding & Drydock (po, 
submitted a bid of $26 million, a net difference of $974,508. 

Example No. 2, American Mail Line, contract for three cargo veggels 
The low west coast bidder on national defense features was Todd 
Shipyards, Inc., for each vessel $11,979,000. The low east coast bidder 
was Newport News Shipbuilding & Drydock Co., in which my friend 
and colleague Mr. Downing is interested I know, bid $11,450,000, g 
difference of $529,000 per ship or a net increased cost to the owner of 
$1,589,000. 

My third example is where the Pacific Far East Line wanted two 
cargo vessels. It is my understanding that this contract has not | 
actually been awarded as of this time but will be awarded in the 
immediate future. Here we have, as a member of the committee re. 
cently pointed out, the case of a large company and a very great and 
fine company with two of its subsidiaries bidding one against the 
other. The low west coast bidder, Bethlehem Pacific, was $13,414,000, 
The low east coast bidder in my district, Bethlehem Sparrows Point, 
was $13,158,000, an increased cost of $256,000 per ship or an increased 
cost to the Pacific Far East Lines and to the taxpayer of a total excess | 
of $500,000. 

The CuHatrman. Will you read that over? I did not get that 
clearly. 

Do you mean that that is the same company bidding on the east and 
west coasts ! 

Mr. Brewster. Yes, sir. It isthe same overall company, Bethlehem, 
but they are, I believe, two separate corporate entities. 

The CHatrMAn. What were those figures ? 

Mr. Brewster. The low west coast bid was Bethlehem Pacific Coast | 
Shipyard, $13,414,000. The low east coast bid was Bethlehem Spar. | 
rows Point Shipyard, $13,158,000, or an increased cost per ship of 
$256,000, which, times 2, is $512,000. 

I am informed, and I am sure that representatives of the Maritime 
Commission can shed more light on this further. aspect of it, that in 
other instances the west coast was able to underbid the east coast. 

The examples I have given you are merely examples of where the 
6 percent differential took the bite. 

Gentlemen, I certainly do not come before you with a sectional 
argument but, in the interest of the economy of the country as a whole, 
the shipowners, and the taxpayers, with the tremendous economic 
development we have in the West, it seems unfair to the country asa 
whole and, parenthetically, to my district, to write into the law an 
artificial discriminatory rate which makes the owners and the tax: | 
payers pay more. It just does not seem fair. The reason for it, good 
when originally drawn without question, now has ceased to exist and 
I hope, and know, the committee will go into this problem very care- 
fully. 

Gentlemen, thank you very much for having a chance to present this 
short statement to you. 

The CruatrMan. We will have this witness available to return for 
questioning after members have had an opportunity to read your | 
general statement. | 
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Would the members rather question the witness at the present time ? 
Mr. Mailliard ¢ 

Mr. Maiuurarp. I would, Mr. Chairman, to clear the record on the 
specific testimony. 

The CHAIRMAN. Yes. 

Mr. Maruuiarp. You gave us these three examples as if these were 
three examples of which there were more. 

I assume that the gentleman is aware that these were the only three 
cases in 24 years in which this 6 percent differential has been applied. 

Mr. Brewster. I asked the Commission to supply me with the list of 
the cases where it had been applied and | received this list which I 
just read off. i presume they are the only three. 

Mr. Mariui1arb. So that when both you and Mr. Colmer said that 
undoubtedly this was a good provision when it was written into the 
law but it is no longer good, it seems to me a little odd because it 
was fine so long as it did not operate. Nobody objected to it as long 
as no contracts were made. In other words, no Pacific coast bidder 
ever bid within 6 percent, so that now you ask that it be repealed only 
because for the first time it has become effective. 

Mr. Brewster. I do not have the facts to back this up, but it is my 
understanding that in several cases west coast yards were actually low 
bidders. 

Mr. Mariu1arp. In one case, I think. 

Mr. Down1ne. Will the gentlemen yield ? 

Mr. Maruiarp. I yield. 

Mr. Downina. I think there is an explanation of that hiatus between 
the time of 1936 and 1955, when the first award was made under 502 
(d). I think it can be explained better by Maritime, but I think the 
gentleman will find that during those years we were involved in con- 
structing wartime ships and these awards were negotiated. There is 
an explanation. 

Mr. Mar.uiarp. Certainly during the war period, nobody cared what 
they cost and this question did not arise, but you had from 1935 up 
until perhaps 1940 when we began to build ships under an emergency 
program and then the period after the war and the fact of the matter 
was that where there were competitive bids, this 6 percent was wholly 
inadequate to produce any work for the Pacific coast. 

We have now gotten to a point where occasionally in three in- 
stances a Pacific coast bid was within 6 percent which simply means 
that for the first time this purpose of providing some work for the 
Pacific coast under this provision is becoming effective. Only 3 in 23 
years, including the war years, if you will, seems to me to be just an 
indication that finally the 6 percent is becoming realistic, that a 6-per- 
cent differential probably represents pretty close to the facts now 
whereas, up until the last few years, it has been wholly unrealistic 
and has never come into operation. 

Mr. Rivers. Will the gentleman from California yield? 

Mr. Mariuiarp. Certainly. 

Mr. Rivers. What was the reason for putting on the 6 percent? 

Mr. Marnur1arp. The original reason is perfectly clear that when 
the 1936 act was enacted there was no shipbuilding on the west coast, 
but the west coast had been called upon to build a great many ships 
during World War I and, in the interest of national defense, it was felt 


44327—59——_2 
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that if the Government was to pay a subsidy to keep a shipbuildip 
industry alive it ought to keep it alive on all three coasts and withoy; 
a differential it was clear that it would not keep it alive on the weg 
coast. 

Mr. Rivers. If that reason has been fulfilled and no longer existed 
would the gentleman object to it being removed ? 

Mr. Maru1arp, All I am saying is that this provision of the law 
was intended to get some shipbuilding for the west coast and now 
for the first time it is beginning to do so. 

Mr. Rivers. The economy of the country had nothing to do with it? 

Mr. Mariiiarp. We only pay a subsidy, as I see it, for the construc. 
tion of merchant ships for the purpose of keeping a shipbuilding jp. 
dustry properly distributed throughout the country for the purpose 
of national defense. Otherwise we could just as well build the ships 
abroad and save the taxpayers’ money. 

Mr. Rivers. I am on the Armed Services Committee, too, and go js 
the gentleman from Maryland. The vast airplane industry is on the 
west coast. The same argument could be applied to the aircraft 
industry. 

Mr. Maruurarp. Mr. Rivers, I think I have the floor, and I do not 
see any particular point. 

Mr. Rivers. You yielded to me. I was talking about the economy, 

Mr. Maruutarp. Nevertheless, I say I do not think you can makea 
comparison because, as Mr. Miller pointed out, in the case of the 
Navy this is a direct negotiation proposition. Here we are talking 
about private capital. 

Mr. Rivers. I was getting to the economy. 

Mr. Mariuiarp. With some Government subsidy. 

Mr. Rivers. I was asking you whether it would affect the economy. 

Mr. Matuurarp. Go ahead. 

Mr. Rivers. You say, no, it has nothing to do with the economy, 
and was to build ships there. 

Mr. Maturarp. I did not say that. I think the basic reason to do 
it was for defense. I do not believe there was any other. 

I do not think it was ever indicated by Mr. Welch, for instance, 
who was sort of the father of this provision when he was a Congress- 
man from San Francisco. The justification that was made for it was 
on the basis of defense, not on the basis of any handout to the west 
coast. 

Mr. Rivers. You say that that condition still obtains and without 
it you could not maintain yards on the west coast. 

Mr. Marxurarp. I trust these hearings are going to develop facts 
and figures so that we can find what is the fair figure. 

Mr. Rivers. So that your answer is you do not know. 

Mr. Maruur1arp. Neither does anyone else. 

Mr. Rivers. That is why I asked you to yield. 

Mr. Matiiiarp. I do say that attacking it, as I think the record 
stands, on the grounds that here are three examples I think the record 
ought to make quite clear that these are the only three examples. 

The Cuatrman. Are there any other questions ? 

Mr. Miniter. Mr. Chairman, the gentleman offered to file some 
further information that he said he had. I hope he does so because 
we will want to see it. 
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I want to compliment the gentlerhan on the research that he has 
done in the field but I was struck by the fact that he labored the point 
that certain integral parts of ships come from the west coast, and 
cited a $10,000 piece of equipment in one place and a $23,000 piece of 
equipment in one place. This was on a Grace ship, I believe you said, 
if I remember. 

What was the total cost of that Grace ship ? 

Mr. Brewster. I do not have that information. 

Mr. Mitier. What percentage would the west coast engineered 
products bear, do you think, to the whole cost of the ship? ‘The ship 
must have been worth $10 million or $11 million at the best. 

The Grace ship must have been worth close to $40 million and you 
tell us that the west coast got one $10,000 piece of equipment and a 
$93,000 piece of equipment in another case, and I think $100,000 some 
odd in another case. 

Do you think that is a reasonable argument to use in this case that 
we are able to compete or that we are getting any material part of the 
building of that ship? We will-grant that it was $200,000 in total 
which would be less than one-half of 1 percent. 

Mr. Brewster. I think it is a reasonable argument, sir, and if I did 
not think so I would not have made it. I used these four sets of figures 
only as an example. 

I am informed there are others, but research has not gone that far. 

I obtained these figures merely from one company and they gave me 
these four as an example in the case of values, bearings, cranes, and 
generators where east coast builders were purchasing this type of 
equipment on the west coast because it could be purchased there at a 
cheaper cost. i 

Mr. Mitter. Those were specialty things that may be built on the 
west coast in one case and in west coast built ships the builder may 
have to come to the east coast to get certain specialty pieces. 

Mr. Brewster. Certainly, I think that is a very healthy situation 
to have free trade across America. 

Mr. Mitre. I think it is very healthy, too, but I do not see that it 
isentirely pertinent to the argument. 

The gentleman may think it is, but I do not think that it is very 
pertinent to the argument and I do not think it supports the very good 
case that he has made otherwise to introduce this rather flimsy argu- 
ment. into the discussion. 

Mr. Brewster. I am sorry the gentleman thinks my argument was 
flimsy. It was the best I could produce at this time. q 

Mr. Minter. I too think that is true. 

You say, just as Mr. Colmer said—and maybe we can get him back 
here—that it is evident that the conditions have changed since this 
was written into the law. 

Now, you use that argument. Can you give some more pertinent 

arguments why the condition is changed today from what it was in 
1936 ? 
_ Mr. Brewster. I believe so, sir, because in 1936 it is my understand- 
ing you did not have a steel industry on the west coast like you now 
have today. You did not have the shipyards there which you have 
today. You did not have the development that came with World 
War IT where west coast industry was built up. 
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Now, we see no reason why it cannot compete fairly and on an eye, 
basis with our east and gulf coasts. 

Mr. Miuer. Do you use any steel at Sparrows Point that could by 
rolled at Chicago or Gary, Ind.? 

Mr. Brewster. I do not know. I would doubt it because at Spar. 
rows Point we have the biggest tidewater shipbuilding plant in the 
world. 

Mr. Mixer. That is right. It would be rather costly to operate 
if you had to pay the freight on that steel from Gary, Ind. It would 
put it at a disadvantage, would it not ? 


Mr. Brewster. I would presume that at Kaiser Shipbuilding they | 


use Kaiser steel-on the west coast also. 

Mr. Mitter. Would it put you at a disadvantage in this case? 

Mr. Brewster. Certainly, it would cost more to transport stegl 
across the country. 

Mr. Miter. How far is Geneva, that you have mentioned, from 
the shipbuilding centers on the Pacific coast ? 

Mr. Brewster. It is in Utah. I do not know the miles, sir, 

Mr. Mitter. I will tell you that it is just about as far as from Spar. 
rows Point to Chicago—maybe 200 miles difference. So we have 
built and we are very happy that there is a steel industry in California, 

You named one steel company that was a producer out there that 
happens to be in my district that has to produce steel completely out 
of scrap, and I am certain that if we located it down anyplace along 
the east coast it would hardly be known as a contributor to the 
amount of steel that is produced in the United States. That is in my 
district. 

The other one you have named there is in Contra Costa County 
ahd, again, it does not produce original steel. These are mills that 
roll out of scrap and I do not know that scrap steel at its cost is 
suitable for shipbuilding. 


Of course, you do not give us the total tonnage of steel produced in | 


the United States during these years that you give us 769 tons pro- 
duced on the west coast. 

Mr. Brewster. The total steel production capacity of the United 
States as of January of this year is 147,600,000 tons. 

The west coast capacity is 11,900,000 tons, or slightly over 8 percent 
of the national capacity. 

This has been increasing for the last several years at about one-half 
of 1 percent per year. 

Mr. Miter. That 8 percent of steel production, then, represents 
a great threat to an industry which depends on steel? Do I get 
the impresson that you are afraid to meet the production and you 
base your argument on the fact that we are producing 8 percent of 


the steel on the Pacific coast as against 92 percent of the steel produced | 


elsewhere as the reason why the west coast becomes a threat to ship- 
building ? 

Mr. Brewster. Sir, my argument is that the west coast does havea 
substantial steel industry, but that steel is only one ingredient, ad- 
mittedly an important one, that goes into the cost of every ship and 
a greater part of the cost is the labor bill and the technical equipment 
that goes into the ship. 

Mr. Totierson. Mr. Chairman. 
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The CHarRMAN. Mr. Tollefson. , 

Mr. TotiteFson. I would like to ask a question or two of Mr. 
Brewster. : 

[ understand from what both you and Mr. Colmer said that you 
thought that the 1936 act provision with respect to the differential 
was a justifiable one at that time? 

Mr. Brewster. Yes, sir. 

Mr. Totterson. Was that on the basis purely of the freight differ- 
ential or on the basis of the overriding reason mentioned by Mr. 
Mailliard that, in the interest of national defense and for the purpose 
of meeting emergencies, we ought to have shipyards on all coasts 
available ? at 

Mr. Brewster. The latter reason is my opinion, sir. 

Mr. Totierson. In that connection, you are a member of the Armed 
Services Committee ? 

Mr. Brewster. I am. 

Mr. Totterson. As I understand it, while the Navy does not employ 
a differential, they do allocate work on, shall I say, a regional basis 
or a coast wise basis ? 

Mr. Brewster. That is correct. 

Mr. Totterson. And for the same reason—namely, to have ship- 
yards available in the event of emergency ? 

Mr. Brewster. Navy construction is infinitely greater than com- 
mercial construction and the Navy spreads that around for reasons, 
I presume, of national defense, and the 6 percent does not come into 
effect there at all. 

Mr. Totterson. I assume that you approve of the Navy’s method 
of handling its ship construction ? 

Mr. Brewster. If, in the opinion of the Department of Defense, 
that helps our national defense effort, then I would not question it. 

Mr. Totterson. But you do not have any question now in your 
own mind ? 

Mr. Brewster. No, sir. 

Mr. Totterson. Now then, this is the thought that has often oc- 
curred to me prior to the time that you introduced your bill, or any 
of the other members introduced their bills, and I have asked questions 
concerning it so that this is not a new question. Do you think it would 
be advisable if we are to amend this law at all to give the Maritime 
Administration the same kind of authority that the Navy has to 
allocate ships on a regional basis in the interest of national defense? 

Mr. Brewster. I do not think so because in this case we are talking 
about an individual owner’s funds. You are making an owner pay 
more for his property. I believe the action of the Department of 


| Defense is sufficient to take care of the defense issue. 


We do have another section of the law which comes into play every 
now and then, where, for reasons of the national economic picture, 
contracts can be allocated to different areas of the country, and this 
did take effect, sir, irrespective of the 6 percent, some 2 years ago, and 
Bethlehem Steel, Maryland, lost two large contracts by reason of 
that. 

Mr. Tottrrson. Well, if the reason for the 1936 act was sound, 
hamely, to make shipyards on all coasts for an emergency for national 
defense, and if the Waey's practice is sound for the very same reason, 
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why would it not be sound to have both the Navy and the Maritime 
Administration allocate their ships on the same basis? 

Mr. Brewster. For this reason: In my opinion, today the west 
coast can compete fairly with the gulf and east coasts, and, in the 
normal course of supply and demand, the west coast will get their fair 
share of the contracts. 

Secondly, if you impose this artificial differential you contribute 
another inflationary step to the economy of the countrv. 

Thirdly, in the case of commercial ships, you are forcing the stock. 
holders of a private company to pay more for their products merely 
originally to build up an industry which now has been built up, and 
it is unfair to those stockholders to require them to pay this artificia] 
excess cost. 

Mr. Totzierson. Could I ask another question ? 

Do you think that the construction differential subsidy provision of 
the law isa sound one? 

Mr. Brewster. In this particular case ? 

Mr. Totterson. No; just generally speaking, do you feel that our 
construction differential subsidy law is a good law ? 

Mr. Brewster. I am afraid I do not have sufficient information on 
other aspects of this law to adequately give you an answer, sir, 

Mr. Totterson. I think it has been indicated here already that the 
only reason for the subsidy program at all is to get work for US, 
shipyards, that without the subsidy we would not have any U.S. ship- 
yards at all. 

Mr. Brewster. I see what you mean. I certainly agree that it is 
sound. I would not want to see our entire shipbuilding industry go 
to Japanese or German yards. It would certainly be a great blow to 
the economy of the country. 

Mr. Touterson. Aside from the economy, what do you think about 
the national defense aspects ? 

Mr. Brewster. The national defense requires that we continue the 
know-how and maintain the yards here to build our ships, certainly. 

Mr. Tortterson. You made reference to the steel mills on the west 
coast, and I appreciate the fact that you would not have all the detailed 
information that I anticipate that the Maritime Administration or 
others might have, but let me ask you a general question about it. Do 
you know whether or not the west coast steel yards can supply all of 
the steel that might be needed in west coast shipyards ? 

Mr. Brewster. I do not have that answer. I know how much they 
make and I know how much each company produces or each State 
produces, but I do not know whether that satisfies all the requirements 
of shipbuilding on the west coast at this time. 

Mr. Miter. Would the gentleman yield ? 

Mr. Totierson. Yes. 

Mr. Mriuter. You have cited an instance where Bethlehem, Califor 
nia, got some business from Bethlehem, Sparrows Point. 

Do you think Bethlehem, California, is going to use California rolled 
steel in its shipyards out there ? 

Mr. Brewster. They have a Bethlehem Pacific steel plant. I would 
presume they would use their steel out there. I do not know. 

Mr. Miter. The only steel plant on the west coast that rolls ship 


shapes that is at all competitive is Kaiser. Bethlehem’s plant out | 


there is comparatively small, I think. 
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I will tell you that the Bethlehem steel that is going into the ships 
out there is going to be rolled most likely at Sparrows Point. If you 
do not know it, I will tell you that. 

Mr. Brewster. I am glad to hear it. At least, we got something 
out of the contract. 

Mr. Mitxer. I know that if you went into this thing very thor- 
oughly, you would find there were some compensative features to it. 

Excuse me. 

Mr. TotiEFrson. I do not know whether you have an answer to this 

uestion, either. Suppose that the Geneva plant that produces steel 

at $5.40 per hundred pounds could not supply anywhere near the re- 
uirements of the shipyards on the west coast. Then they could go 
to the other west coast yards where you say the price is $6.10 and 
$6.15 per hundred pounds. That $6.10 and that $6.15 is more than 
6 percent higher than the cost of steel on the east coast, is it not? 

Mr. Brewster. Comparable steel on the east coast is $5.30. 

Mr. Totterson. So that, as against $6.10 or $6.15, those figures 
would be more than 6 percent greater. 

Iam just picking out an item. 

Mr. Brewster. | will leave the mathematics to you, sir; the figures 
speak for themselves. 

Mr. Totierson. I have one or two other questions. 

Do you have these figures or can you get these figures? Perhaps it 
is more advisable to ask the Maritime this, but I would like the ques- 
tion on the record anyway. What is the comparable cost of steel laid 
down in the west coast yards as against the cost of steel laid down 
inthe east coast yards? 

Mr. Brewster. Steel laid down? 

Mr. ToLLEFrson. Someone or somebody is going to have to pay the 
freight wherever the steel goes. The $5.30 figure and the $6.10 and 
$6.15 figures are right at the steel plant, are they not? 

Mr. Brewster. Yes, sir. 

Mr. Totterson. I was just wondering if there are figures available 
to indicate what the cost of that very steel would be at the shipyard. 

Mr. Brewster. I would imagine it would depend entirely on how 
far it was transported. I do not know. 

Mr. Totterson. Mr. Chairman, I just want to ask one further 
question. 

I think the witness understands that this differential does not apply 
toevery commercial ship. 

Mr. Brewster. I understand that it only applies to ships to be used 
from west coast owners. 

Mr. Totterson. I think perhaps the record ought to show that it 
does not apply to every commercial ship there, either. Is that 
correct ? 

Mr. Brewster. Ships in which the subsidy program comes into 
effect. 

Mr. Totterson. Where the Government is involved. 

Mr. Brewster. That is right. 

Mr. Totterson. I think that is all. 

The Cuarrman. Are there any further questions? 

You have made a splendid witness. The discussion here is inter- 
esting to the Chair and the Chair realizes that we have now gone into 
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something on which there is going to be a great deal of discussion 
and the Chair will be patient and permit all people that want to be 
heard on this subject to have time to prepare themselves and to pre- 
sent themselves here before the committee. 

Thank you. 

Mr. Brewster. Thank you, sir. May I be excused ? 

Mr. Mier. I would like to join you in complimenting the gentle. 
man from Maryland. While I cannot agree with him, I recognize 
that he has done a very forceful job. 

The CHarrman. The Chair always regrets to take up the time of 
a busy man who has a lot of work to do. 

Mr. Morse, do you want to start your testimony now or would you 
prefer waiting until tomorrow? I 

Mr. Morse. I have a prepared statement. Why do I not read the 
prepared statement and then you will get the details and we can 
start on that tomorrow. 

The Cuarrman. Mr. Downing, you will be here tomorrow ? 

Mr. Downrna. I will do it at your convenience. 

The Cuarrman. Mr. Morse has given all his time to this committee 
and been patient with us and I would like to have you stand aside 
and hear Mr. Morse. 

Mr. Downina. That will be all right. 


STATEMENT OF HON. CLARENCE G. MORSE, CHAIRMAN, FEDERAL 
MARITIME BOARD 


Mr. Morse. Gentlemen, the bill, H.R. 8093, would repeal subsection 
(d) of section 502 of the Merchant Marine Act, 1936 (49 Stat. 1985). 
Section 502(d) of the 1936 act provides that when a construction- 
differential subsidy is applied for by a Pacific coast shipowner, to aid 
in the construction or reconditioning of a vessel to be operated in 
foreign trade from ports on the Pacific coast, the lowest responsible 
bid by a shipbuilder on the Pacific coast shall be approved by Mari- 
time, if such bid is not more than 6 percent higher than the lowest 
responsible bid of an Atlantic coast shipbuilder. The home port of a 
vessel so constructed or reconditioned must continue to be a port on 
the Pacific coast. The construction-differential subsidy allowable 
may not exceed 50 percent of the total construction cost of the vessel. 

The entry upon the ship replacement program of the subsidized 
companies involving construction of some 14 or 15 vessels a year cur- 
rently, and the desirability of carrying out effectively the replace- 
ment programs of the companies serving the whole United States, 
and the significance of maintaining shipbuilding facilities on ‘the 
various coasts from the national standpoint, make the questions of 


differentials under section 502(d) and the allocation authority under | 


section 502(f) highly significant factors in the replacement program. 
As this committee knows, the matter of the Pacific coast differential 
and the mater of allocations under Public Law 805, 84th Congress, 
have given rise to problems in the acceptance of bids for new con- 
struction. 

Results of competitive bidding for new vessel construction do not 
offer conclusive evidence as to cost differential. In certain instances, 
west coast yards have submitted lower bids than east coast yards, but, 
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in the overall, the east coast bids are generally lower. Circumstances 
jn the individual shipyards, such as backlog of work, willingness to 
reduce peotit margin, efficiency, and many other factors can and often 
do combine to either conceal or magnify any cost differential between 
the two areas. 

Our recent studies show that at the present time there is some cost 
differential in the construction of vessels between the east coast and 
west coast shipyards. The materials required for ship construction 
are still produced predominantly in the East, which results in a 

reater transportation cost for the west coast shipyards. Steel pro- 
duced on the west coast also is higher because of transportation costs 
of materials. Labor costs, in general, are slightly higher on the west 
coast. However, with continuing development of heavy industry in 
the Western States, there may well be a tendency to further reduce 
the cost differential between the two areas. 

Our review was made on a broad basis involving the two main 
factors in cost differential; that is, differences in material costs and 
labor costs. The differences in material costs are primarily due to 
differences in transportation costs, but the sources of supply which 
are used by a given yard will vary with other factors than location 
and distances. Both as to materials and labor there are attendant 
circumstances in particular shipyards and specific construction which 
make it difficult to arrive at a conclusion which is any more than gen- 
erally representative of a trend and, certainly, not determinative in 
any particular project or any particular shipbuilding center. Our 
review, we believe, justifies a conclusion that the average differential 
at the present time is approximately 4 percent; that is, it is less than it 
was a few years ago. 

At the time of a previous review in 1955, we advised your chairman 
on October 28, 1955, that data as to costs justified an inference that 
the 6 percent differential was warranted as between the east coast 
and the west coast. 

Our current review, we believe, justifies a conclusion that the 
average differential is now about 4 percent; that is, it is definitely 
Jess than in 1955. In 1955, there had been only one award under 
section 502(d); currently, there have been two awards in all under 
this section. 

Experience in recent bidding has given rise to serious problems in 
the administration of subsection (d) of section 502 of the Merchant 
Marine Act, 1936. When this law was enacted, the prevailing con- 
struction-differential subsidy applicable to new vessel construction 
in domestic shipyards ranged between 30 and 40 percent of the cost 
of the construction of a similar vessel in a foreign shipyard. In re- 
cent vessel construction projects under title V of the Merchant Marine 
Act, 1936, the construction differential has reached the statutory max- 
imum of 50 percent of the domestic construction costs. Under such 
circumstances and under existing legislation, it would not be possible 
for the Government to absorb the entire 6-percent west coast differen- 
tial in the payment of a construction-differential subsidy. If the Gov- 
ernment does not absorb the entire 6 percent differential, a west coast 
shipowner could be penalized to a considerable monetary extent in the 
os of a vessel under the mandatory provisions of section 502(d) 
of the act. 


44327—59 4 














22 PACIFIC COAST SHIPBUILDING 

This problem was pointed out in a recent decision of the Comptroller 
General of the United States in stating : 

It is recognized that the effect of applying section 502(d) results in additiong) 
cost to the Government and could result in additional cost to the applicant where 
as in the present case, the acceptance of the Pacific coast bid may result in the 
difference between foreign costs and domestic costs exceeding the 50-percent 
construction-differential limitation (B—139481, July 8, 1959). 

One way of retaining the differential in favor of the west coast 
builder without penalizing the west coast shipowner would be to in. 
crease the construction differential above the 50-percent maximum, 
The Department and the Board, however, believe that such a step ig 
not justified at present. Public Law 805, 84th Congress (sec. 502(f) 
of the 1936 act, as amended), does set a precedent for payment of the 
excess of cost above the 50-percent differential limit as national de- 
fense costs by the United States. Consideration might be given to 
making a similar provision applicable in section 502(d) as otherwise 
amended by the committee. 

Of course, both sections 502(d) and 502(f) involve national defense 

considerations in the awarding of contracts for subsidized shipbuild- 
ing. 
Section 502(f) of the act (Public Law 805, 84th Cong.) provides for 
the Secretary of Commerce, with the advice of and in coordination 
with the Secretary of the Navy, to periodically survey the shipbuild- 
ing capability of shipyards throughout the United States. If it is de- 
termined that the award of a contract for ship construction or recon- 
ditioning will remedy an existing inadequacy in a strategic area, the 
Secretary of Commerce or the Federal Maritime Board, as the case 
may be, may, with the approval of the President, allocate a contract 
award to a shipyard in such area if it is determined to be fair, just, and 
reasonable to all sections of the country. In the event that the con- 
tract price of an award made under section 502(f) of the act is in ex- 
cess of the lowest responsible bid which otherwise would be accepted, 
such excess shall be paid by the Government as a part of the cost of na- 
tional defense, and is not considered as a part of the construction- 
differential subsidy. 

While it may be that the objective of the 6 percent Pacific coast 
differential as originally enacted, that is, consistently with the inter- 
ests of the taxpayers of the Nation to stimulate shipbuilding and 
private ownership and operation of U.S. flag tonnage throughout the 
United States, is no longer of the same significance, and, while the 
actual differential in cost is now declining below the 6 percent, and, 
while the actual construction differential between domestic and foreign 
yards has risen from between 30 and 40 percent to a maximum of 50 
percent, we believe that consideration should be given to changing the 
differential to accord with current facts before considering repeal of 
the differential. In our recent experience under subsections 502(d) 
and 502(f), we have found certain advantages in the statutory estab- 
lishment of the differential for purposes of construction on the west 
coast. We are not prepared to give assurance that reliance on allo- 
cation provisions in section 502(f), with the United States paying 
the excess subsidy as national defense costs, will be effective and 
satisfactory in the absence of section 502(d). 
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We believe that the main issue of retaining or repealing the Pacific 
coast differential, whether the differential be in fact 2 percent, 4 

rcent, or 6 percent, appears to be peculiarly a matter of congres- 
sional policy. With respect to the extent of the actual differential and 
what percentage should be substituted for the existing percentage, our 
conclusion that the percentage averages 4 percent currently 1s aS we 
have stated based upon certain methods and factors of review. 

We believe it desirable that the committee secure data and advice 
from the segments of the industry and from representatives of the 
shipowning and shipbuilding industry who are directly affected and 
acutely interested in the effect of the replacement program now getting 
underway. 

If it should be decided to amend rather than repeal the differential 

rovision, we would desire to have the advantage of this testimony 
fore making firm recommendation as to the percentage. 

The bill, H.R. 8176, in addition to repealing section 502(d), as 

roposed in H.R. 8093 and H.R. 8205, would amend section 509 of 

the Merchant Marine Act, 1936, as amended, by striking out the 
west coast interest differential of three-fourths of 1 percent with 
respect to vessels constructed for operation in domestic trade from 
or on the Pacific coast, when the applicant for aid under section 509 
agrees to accept the lowest responsible bid of the Pacific coast. ship- 
ards which does not exceed the amount of the lowest responsible 
id in Atlantic coast yards by more than 6 percent. Section 509 is 
not of practical significance at the present time in view of the policy 
of substituting title XI mortgage insurance for loans under the 1936 
act. Actually, no use has been made of the interest differential pro- 
vision in section 509. Furthermore, legislation is pending to readjust 
the interest provisions of the 1936 act. This proposal can well be 
handled in accord with the final determination as to the 6-percent 
differential in section 502(d). 

I submit herewith for your information a document on status of 
ship replacement (December 1958) and a comparison of bids (October 
1957, to June 30, 1959). 

Those documents are attached. 

The second one which is the status of ship replacement program 
shows a total of 288 vessels to be constructed. 

Now, under existing contracts with subsidized operators of those 
288 vessels, 56 are to be contracted for by Pacific coast operators or 
roughly 20 percent of the 288 and the section 502(d) would apply only 
to that 20 percent. 7 

The Cuatrman. I do not understand that. 

Mr. Morse. We have contracts with subsidized operators for the 
replacement of 288 vessels. 

Of those 288 vessels, 56 are to be built by west coast operators and 
therefore the provisions of section 502(d) would apply only as to 
those 56 vessels or 20 percent of the 288 which are to be replaced. 
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(The documents referred to follow :) 


Comparison of bids received from October 1957 to June 30, 1959 


MA Design 


C3-8-33a (1st 
group). 


C3-S-37a 
(2d group). 


(2d group). 





Moore-McCor- 
mack, 


American Export. 


Lykes Bros_-.--.. 


Moore- 
McCormack. 


American Export. 





RS | | | NS | 


C3-S-37a (ist 
group). 


“foals Lmotamdoodtaad 
Newport News..-.. 
New York Ship... 
Puget Sound 


Nn Od bi dainwsene 
Avondale.......-- 
Bethlehem. .-....- 
PRRMEs caicncmseine 
Manitowoc........ 


National Steel_.._. 
Newport News... 
New York Ship_-. 
Puget Sound._.-.- 
Sun 


oy [UID ws ahhigtsine she, 
Ce ee 
National Steel . - -- 
Newport News.... 
New York Ship-_-- 
Puget Sound 


Ss ste iile cones 
ER ie cand 
New York Ship... 
Puget Sound__-._.. 
ON ie eel ae 
ME cin cnai on 
Alabama..-._.....- 


BIR? edn dctecns 
Maryland___._.__- 
Newport News... 
New York Ship-.. 
Puget Sound_.-__- 
Sun. 
:>_ se 
Moore Drydock... 
Manitowoc 
Bethlehem 
NT eee 
Maryland 
OO aa 
Newport News... 
New York Ship-. 
Puget Sound 
tat ce eck warel 
RS 
Alabama...----.-- 
Bethlehem... 

Od ccetshunuon 
NR As law wneniet 
Maryland........- 
Moore..-- ue 
National Steel _ _.- 
Newport News... 
New York Ship. 
Puget Sound...---- 
Eee 
Todd 
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Bid price— 
Location paichoaenpestonenpisidanss aan 
Fixed Adjusted 
LT 

New Orleans, La-.---- $12, 020, 000 | $10, 820, 000 
Sparrows Point, Md_.|__..-.-...-- 10, 124’ 000 
San Francisco, Calif...}......-..... 11, 017, 000 
Pascagoula, Miss--..-- 10, 587, 500 9, 625, 000 
Newport News, Va-..-.| 11,816,000 | 10, 786, 009 
Camden, N.J...--.---- 11, 048, 371 9, 8A4, 617 
Seattle, Wash 13, 961,000 | 11,946, 009 
INE: PMs winsinwscnee 12, 908,673 | 10,757,297 
San Pedro, Calif.....-| 12,912,592 | 11,298 349 
New Orleans, La-..-..-- 13, 580,000 | 12, 780,000 
Sparrows Point, Md_.|...........- 10, 914, 000 
Pascagoula, Miss......|............ 11, 318, 200 
Le OE 10, 222, 135 
Oakland, Calif._...--- 16, 422,080 | 12, 135, 000 
San Diego, Calif. -.--- 12,010,949 | 11, 308, 585 
Newport News, Va..-|--------.-.- 10, 622, 000 
CMs BN od awrsddygudte codudeled ben 
Seattle, Wash , 448, 
Chester, Fa. , 080, 
San Pedro, RR Ba. ee 10, 650, 119 
San Francisco, Calif_..|......--...- 11, 536, 000 
New Orleans, La --| 13,300,000 | 12, 100,000 
Sparrows Point, ieee ae 10. 409, 000 
San Francisco, RO ase 2 12. 368, 000 
Oakland, Calif. ......-. 15, 111,000 | 12. 700.000 
San Diego, Calif. _.... 11,774,129 | 11, 082, 585 
Newport News, Va__-| 12,773,000 | 11. 405,000 
Camden, N.J_-..--.---| 11, 927, 306 10, 843, 005 
Seattle, Wash_...._.-- 14, 668, 000 11, 638, 000 
Chester, PO sc cnn cecnec 13, 594,869 | 11,329,057 
San Pedro, Calif._....| 14,219,768 | 12, 365, 016 
San Francisco, Calif...|..-.......-- 15. 581, 400 
Pascagoula, Miss_...-- 16, 843,400 | 15,080,715 
Oakland, Calif.......-. 16, 957, 269 | 14, 639, 082 
Camden, N.J_....--.-| 16,317, 631 14, 569, 312 
Seattle, Wash_-....-.- 17, 629, 685 14, 526, 880 
Chester, TR a eae ad 18, 195. 871 15. 163, 227 
San Pedro, Caiif:..... 17, 708, 459 | 15, 308, 662 
Mobile, Ala ue SeGamaan 12, 475, 675 10, 855, 675 
Quincy, Mass......... 10, 722, 000 9, 397, 000 
San Francisco, Calif...| 12,442,000 | 10, 926,000 
Sparrows Point, Md_.| 10, 472,000 9, 172, 000 
Pascagoula, Miss_-__--- 10, 628, 823 9, 648, 930 
Baltimore, Md___--_.- 11, 338, 565 10, 308, 046 
Newport News, Va_-.| 11,606,000 | 10,375,000 
Camden, N.J_........| 11, 072, 468 9, 886, 132 
Seattle, Wash_..._.... 15, 318, 351 12, 328, 351 
Unester, Pa... 3... 12, 389, 560 | 10, 751,887 
San Pedro, Calif......| 12,609, 804 10, 965, 048 
Oakland, Calif._....-- 12, 413, 265 10, 608, 453 
Manitowoc, Wis_.....]....-..--.--- 10, 139, 000 
Sparrows Point, Md. -|....-.------ 11, 285, 000 
Pascagoula, Miss. .....}............ 10, 844, 430 
TIE oii cgcin anc Paciignnie anne 10, 624, 809 
SE: BE rcs cicentacusccsennina 10, 987, 000 
Newport a eal Wes 10, 835, 000 
Camden, N.J. wet fen 2 ee 10, 749, 920 
Seattle, Wash________- daha anes 12, 472 250 
Chester, Pa ..--| 11, 490, 196 9, 991, 475 
San Pedro, Calif.....-|_...-_------ 10, 479, 020 
Mobile, Ala. 11, , 653, 219 10, 244, 547 
San Francisco, Calif__ 14, 305, 000 11, 917, 000 
Sparrows Point, Md__| 13, 507,000 | 11,274,000 
Pascagouia, Miss....-- 12, 713,740 | 11,301, 100 
Baltimore, Md_..-.--- 14, 081, 017 11, 566, 811 
Oakland, Calif. _...-- 15, 700,000 | 12, 200,000 
San Diego, Calif. _..-.} 10, 894, 997 10, 431, 593 
Newport News, Va___| 12, 384,300 | 10,873, 900 
Camden, N.J...------| 12, 417, 220 11, 497, 427 
Seattle, Wash___._..-- | 15, 981,978 | 12.971, 278 
Ghester, Pa. <..<.0..2- ies sanacel SAC 
San Pedro, Calif..._- 14,115,512 | 12, 275, 327 
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Comparison of bids received from October 1957 to June 30, 1959—Continued 
































2 CC ee i a eh ee ee 
Bid price— 
MA Design Owner Bidder Location 
Fixed Adjusted 
———L | 
03-S: 43a Mississippi Ship- | Alabama. --| Mobile, Ala_._._....-.|$13, 050, 000 | $12, 200, 000 
(commercial ping Co. Avondale. _.....-.| New Orleans, La_.._-.| 10, 405, 880 9, 591, 000 
ship). Bethlehem- Sparrows Point, Md-_-| 11,296,000 | 10, 041, 666 
| Sparrows. 
I  ceomccrmee Pascagoula, Miss_.....| 10, 835,000 9, 850, 000 
Levingston........| Orange, Tex...........| 12, 667,375 11, 675, 000 
Maryland...__....| Baltimore, Md.. .__.-| 12, 499, 999 9, 999, 999 
Newport News... | Newport News, Va_-.| 10, 920, 000 9, 750, 000 
New York Ship_..| Camden, N.J...-.--.- 12, 154,406 | 11,254, 080 
} Sun Ship..........| Chester, Pa..._.-...-. 11, 736,612 | 10, 205, 750 
fat os | San Pedro, Calif....-. 13, 595, 000 11, 085, 400 
C4818. ..---- American Mail Bethlehem- Quincy, Mass.......-- 13, 069,000 | 11,881,000 
Line. Quincy. 
— San Francisco, Calif...| 13, 454,000 | 12, 231, 000 
acific. 
ee Pascagoula, Miss_....- 12, 918, 876 | 11. 906, 798 
Newport News....| Newport News, Va...| 12. 610.000 11. 450, 000 
| New York Ship_..| Camden, N.J...---... 14. 252. 693 13. 200, 367 
Puget Sound and | Seattle, Wash., and 16, 360,415 | 13, 366, 762 
Moore Dry Oakland, Calif. 
Dock. 
I fe 14, 521,020 | 12. 626,974 
be ees San Pedro, Calif..__-- 13, 835,103 | 11. 979, 947 
O4-8-It. ....-- Pacific Far East Bethlehem- San Francisco, Calif..| 14,755,800 | 13, 414, 000 
Line, Inc. Pacific. 
Bethlehem Sparrows Point, Md..| 14,473,900 | 13. 158. 000 
Ingalls. .-- Pascagoula, Miss...... 14, 814, 370 13, 653, 797 
ION vk cuancnnwe Oakland, Calif._.....- 16, 963,000 | 13, 943, 000 
Newport News....| Newport News, Va...| 15, 154, 000 13, 777, 000 
New York Ship...}| Camden, N.J_...--.--.| 16,522,231 | 15. 208, 362 
Puget Sound_.-.-- Seattle, Wash_..-_---- 15, 520, 266 | 14, 009, 266 
ONIN OE nienacnces Chester, Pau.swescescs 15, 881,993 }» 13,810, 429 
QWOGsicacsseseds San Pedro, Calif...... 16, 991, 001 14, 776, 723 
CONVERSIONS 
C4-8-Ip.....--. Beth ienkienie ie Bethlehem--.-.....- San Francisco, Calif...| $2, 622. 000 (!) 
Sak dita do.............| Baltimore, Md........| 2,166,000 (1) 
aes do.............| Staten Island.........| 2,290,000 Q) 
CS ac ceamahin Jacksonville, Fla_..... 2. 219, 564 (‘) 
Maryland.....-... Baltimore, Md_.----.-- 2, 040. 655 () 
NG on ccc ans Oakland, Calif........ 2, 414, 480 () 
Newport News....| Newport News, Va__.| 2. 159,000 (') 
Puget Sound.-..... Seattle, Wash_........ 2, 546, 712 (1) 
Alameda, Calif........ 1, 722. 000 (1) 
Portland, Oreg.......- 1, 770. 876 () 
03-8-45a...... Grace Line Mobile, Ala...-.-.-..- 7. 618, 845 (Q) 
San Francisco, Calif...| 8, 890. 000 (1) 
Baltimore, Md-.-.---- 7, 888, 158 (1) 
Jacksonville, Fla_...-- 9, 929, 994 () 
Baltimore, Md..-.---- 6, 931, 819 () 
Moore. ..-.-.--...| Oakland, Calif.......- 9, 057, 000 (4) 
Newport News....| Newport News, Va_..| 7,697,000 (1) 
Puget Sound...--. Seattle, Wash......... 8, 372, 000 (1) 
Gio cnccctemuee Chester, Pa.......-..- 8, 883, 676 (1) 
Eo aa, Brooklyn, N.Y-.....-.. 7, 628. Q20 | (1) 
Willamette_......- Portland, Oreg......-- 7, 910, 797 | (1) 








1 Fixed price only. 
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Status OF SuHrp REPLACEMENT AND RELATED ACTIVITIES AS OF DEC. 10, 1958 
SUBSIDIZED OPERATORS 


Ships to be contracted for from 1958 to 1977 





























= Ls 
Vessels required to be constructed under ODs 
contracts 
Operator SS aS 
a 
Freight Passenger | Combina- Total 
tion 
gonna —— — “| — ——| | 
I: TORI SIR EE ob ss ces Bek wine wndlinnne vechek Pi edccdaeeus 1 
American Export Lines, Inc 2 ape phalbedeebratas : as as eee 4 R 
American Mail Line, Ltd.! Ree ee ee OF. 2 cspoecceee 9 
American President Lines, Ltd---.-....-.---- hein 14 3 4 21 
PE OE, MIDs ed ccinddensccduncnccdeacse are BOOP 10.3560 5 cS iccs 2 or 0 16 
Grace Line, Inc. ----- kcwouane 16 |... sis 9 95 
Gulf & South American Steamship Co., Inc.!____-_--- Din wecntad attend nats 5 
Lykes Bros. Steamship Co., Inc_.....-.............-.--- 53 |..-- ee or 53 
Mississippi Shipping Co., Inc__....-.-.....------- ee 3 or 0 14 
Moore-McCormack Lines, Inc_..........-.------- WE lextaxa ccna leas 43 
‘me croenmie Beenmnenin Co... nc cccvccescntaess te cenewsa pick aceanaen 4 
Pacific Far East Line, Inc___.........--. sPiincs enmawenhs Pies eax. oe ; 9 
States Steamship Co snebbag sve Oakes oan : rs iar Sosasaiaieed 2B 
Spee eeNee LANE OOS, ... nccnndcnepascnncnsecsonses 46 1 otal 47 
A rik Bese de epnatinesiialld. Ria eisacah 261 or 266 5 22 or 17 288 
1 New long-range contracts pending but not yet executed. 
2 Includes 2 chartered Liberty’s and SS America but no mariners. 
Vessels deliwered in 1958 (not included above) 
Combination 
I Nac al aad sal ks toe Gl cs cc i ccs em 2 
nrrnnr een UPI RON Ne a 2 
FO ac daca cca aaa ue ala as itd a acoder oa 4 
Vessels contracted for in 1958—Included in above total of 288 ships 
Cargo 
eee ape) SO, IN ei eric bedunncetinmeniewnn ane 5 
eae acne ie eG ed ot tel cnt datetime eee igen nn eine eared canoe a 4 
ree a ins init saan lenis academe csins te acim ce 4 
MRT NOs © EOE IN ii oe ct cendnnnn dn ncnnweinedasenale 4 
prank inn cise cencs mp vm cco 2 
cha a a A i Beebe anise ccs casein ie oak 19 


Construction applications for vessels (included in the total of 288 ships) now on 
hand and being processed, contracts for which should be executed during 
December 1958 or in 1959 





Number of Type 
vessels 
American Export Lines, Inc__.--..----.--- Rob Roce h ea Se ge 4 Cargo. 
American Mail Line Ltd_- LE aoe a ‘ 3 Do. 
American President Lines, Ltd_.------- BE TES Oe Ee: 1 | Passenger. 
Farrell Lines Incorporated__.......---- bos bs Spee aes 5 | Cargo. 
En ol ce vemcecasunnumaconmewne el Deere 5 ee 3 | Combina- 
tion. 
Lykes Bros. SS Co., Inc a aa ta eS ah 4 | Cargo. 
Mississippi Shipping Company as ; onset Ales | 3 Do. 
Moore-McCormack Lines, Inc___..-_..-.---- Sc ieee eben te ds ars hee 3 | Do. 
Pacific Far East Lines, Inc_____.-_--- eae hd Bae : nas 2) Do. 
States Steamship Company. -.-_----- : Bi ere Ret erro aos es 2 Do. 
tnd cede ccc an nb ae nee Mad aand dincagien awa swe weiiwienmianaee 30 
| 
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Applications for operating-differentia] subsidy contracts pending as at 
Dec, 15, 1958 


Estimated 
number of 
cargo vessels? 
ne GRIN SOUMURIUIEERED CHOU is deren ncerv nino jnpumnmsintaa ee eae 4 
IID CON BIN csi pcr erenensesenineocniashipeelooertiehensenincsithiieiieapes ahaa ne 10 
SD RADON, BIE Kini Sarde mshi ich netics Abilene a 2 
ee ROE LAU, BIE ier cisnn eqn ipery minnanp pirnme-psantaa yipetin esnapiineaditaatanaiatiomee 6 
Gales Marine Corp.__._- 2505 nee ne ee heen erewee 29 
Wein wecntiswip COM... 3 ec oe eee 2 
GI ssi leg fb ee eR Se ee 101 


1Qstimated number of vessels that would have to be replaced in the event operating- 
differential subsidy contracts were awarded on the basis of applications. 


Replacement obligations as of Dec. 31, 1958 











Estimated 

total cost as 

Operator | Number of Dee. 31, 
ships 1958 (millions 

of dollars) 
_ eee ee teal See ea a —_ ene es a ae a 
American Banner Lines, Inc._____..____..__- : oe eee ; 1 28.0 
American Export Lines, Inc Ae oe Poe ‘ 28 396. 8 
American Mail Line, Ltd : Sivsiginiipins ‘ sie teas sist 9 144. 0 
American President Lines, Ltd_...............___--___- Bs seiseees 21 617.4 
Nd. oth manned @dnid wititas binia a Giwusd cack Coabaees acne aa 16 | 216.0 
Grace Line, Inc- : abate ioeetdidiaeel wreaboe - < nant 27 466. 4 
Gulf & South American Steamship Co., Inc. _-._.-......--------___-- ee 5 59. 0 

Pe OE UmertIaHED O07. ING... oun c cos ncen nen nneennweee due scmboe 53 625. 
Mississippi Shipping Co., Inc_-__---- djata sateen gdhmabhieug sabe eek eee 14 179. 2 
WOU MEINOGR, LANOR. ING. 83 6 oo cece nde nen nsncepunds sts ars ee 45 605. 0 
The Oceanic Steamship Co_________.___._- eee eth eae . 4 47.2 
ee Mr: REIN Sco eins et ke wcrc ch ett a beta eke ee 9 157.5 
States Steamship Co_--__-_-_- Sissies tacos iste ach ean meets 13 208. 0 
United States Lines Co--___-_- terrane tialgra otate wie ecu seoenteee ed 47 751.0 
ac de Restated ut cwedabeewparbnd xvcksaia tage baead ile tallies 1 292 | 4, 500. 9 








1 Includes 4 completed ships listed on p. 2. 


The CHairman. Just to get it clear in my mind, this 6 percent only 
applies to these vessels operating out of the Pacific coast ? 

Mr. Morse. To be built by owners whose offices are on the west coast 
and to be operated off the west coast. 

The Cuarrman. Out of the 288 vessels there are only 56 vessels 
that would came in that category @ 

Mr. Morsr. Yes, sir. 

The CHarrman. And they are open for competitive bids? 

Mr. Morse. They are open for competitive bids nationwide but the 
west coast yards would get a 6 percent favorable differential. , 

The CHairman. I understand. 

Have you finished your statement? 

Mr. Morse. Yes, sir. 

The Cuairman, I take it from this statement of yours that the 
Board has made a thorough study of this matter ? 

Mr. Morse. We have made a study. It is not as thorough a study 
as we would like to make and will make, but we have made a study 
which indicates to us that at the present time there is approximately 
44 percent differential. 

The Cuarrman. Do I understand from your general statement, that 
the Board, and I think it is “Board” in this case 

Mr. Morsr. The Board, yes, sir. 











28 PACIFIC COAST SHIPBUILDING 


The CHamman (continuing). Would recommend in lieu of these 
bills that the differential be reduced to 4 percent ? 

Mr. Morse. Yes, sir. 

The Cuarrman. Then I gather that it is your recommendation that 
the 6 percent be reduced to 4 percent ? 

Mr. Morse. That would be our recommendation. 

The Cuairman. Is there any other provision in your general state- 
ment that carries a recommendation with it as coming from the 
Board ? 

Mr. Morsg. Not specifically a recommendation, no, sir. 

The CuarrMan. On page 8, here, it is not exactly clear. 

Look at the first part of page 8 and clear up for me, if you will, this 
interest differential. 

Mr. Morse. In section 509 there is a provision which reduces the 
interest rate by three-quarters of 1 percent if it is a ship to be built on 
the west coast as to which the 6 percent favorable differential jg 
applicable. 

We have never used that. 

The CuHairman. Just what interest rate is that? Whose interest 
rate is that ? 

Mr. Morse. This would be the 314 percent interest rate which would 
be applicable if the ship were built for Government account and sold 
to the operator. It would be sold on deferred mortgage payment 


terms at 314 percent so that, as to those ships which were built on the | 


west coast as to which a 6 percent cost differential would apply, those 
operators would in addition receive a 234 percent interest rate instead 
of a 31% percent interest rate. 

The Cuairman. So that there is another benefit in addition to the 
6 percent ? 

Mr. Morssz. There is. 

The CuarrmMan. They would only pay a 234 percent interest rate? 

Mr. Morse. It is 314 percent less three-fourths of 1 percent but in 
fact we have never utilized that provision and our policies at the 
present time are to require private financing and utilization of title 
XI mortgage insurance, so that we would have no occasion to use it 
at the present time. 

The CHarrMANn. Let me ask you one more question. 

What is the difference in the cost to the operator as between the 
Pacific and the Atlantic coasts? 

Let me take a $10 million vessel. 

Mr. Morse. You start off with the original concept of the act that 
the American shipowner is to obtain his vessel at the same cost that 
it would be if he built his ship in a foreign yard. So let us assume 
that the foreign cost is $5 million. If the domestic cost is not in excess 
of $6 million, whether the ship is built on the east coast or on the west 
coast, the Government could pay under the present legislation not 
excess of 50 percent of $10 million. 

The Cuarrman. Let us take a $10 million ship. I am trying to get 
this clear in my mind. 

Let us take a ship that is going to cost $10 million. You pay 5 
percent of that? 

Mr. Morse. We could pay not in excess of 50 percent. In other 
words, we could pay up to $5 million. 
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ese The CHairMAN. The operator is gqing to pay the other $5 million ? 
Mr. Morse. He would pay the other $5 million. 
The CuarrMAN. What is the difference in cost to him as between 
hat the Pacific and the Atlantic coasts / 

Mr. Morse. Nothing at this point. 

The CHarrMAN. Someone told me about something and I cannot 
understand it. Iam frank to tell you that I want it explained. 

Mr. Morse. Assuming the situation where the ship bid was $10 
million on the east coast but on the west coast it was $10,600,000, we 
still have a ceiling of 50 percent of the domestic cost that we can pay 
| jn construction subsidy so that in that situation we could pay not 
his | more than $5,300,000. Therefore, the owner himself would have to 

pay $5,300,000. . 
the The CHAIRMAN. It would cost him $300,000. Is that the answer? 

Mr. Morse. If the bid on the east coast were $10 million and if the 
foreign cost was $5 million, the net result would be that it would 
cost the operator $300,000, if the ship were built on the west coast, 
excess over what it would cost were it built on the east coast. 
est | Mr. Muxer. Let me see if I can understand this. 

If the east coast bid was $10 million and the west coast bid was 
uld | $10,590,000, then the 6 percent could apply. Then the west coast 
old bidder could get it. In that case you could pick up one-half of that 


ite- 
the 


So 
= 


ent $10,590,000 and the owner would have to pick up the other ? 
the | Mr. Morse. That is correct. 
ose Mr. Mitier. So that the penalty that he would be paying would 
ead | be $245,000 ? 

| Mr. Morsg. That is correct. 
the The reason the penalty applies is the provision that under no 

circumstances may we pay more than 50 percent. 
The Cuarrman. There is no place in the law as it exists that you 

te? | can pick up the differential in cost as it applies to subsidy? That is, 


in | there is no place in existing law that you can participate in the dif- 

the | ference of the cost under the subsidy provisions. Was there some 

itle mention of that ? 

e It Mr. Morse. If you are talking about the differential between the 
west coast building and the east coast building, we do pick up part 
of that differential and, to the extent that the cost that we would 

the | pick up does not exceed 50 percent of the domestic cost, we could pick 
up 100 percent of the differential. 

Mr. Totterson. Would the chairman yield there? 
hat The Cuarrman. I get it. Ifthe bid is enough it provides that you 
- can i" it up in the differential between the foreign and the domestic 
, cost 


eS | Mr. Morse. Yes, that is correct. 

rest Mr. Martui1arp. Until you hit the 50 percent ceiling ? 

bin | Mr. Morsg. Yes. It is the 50 percent that causes the operators the 
problem. 

gel The CuarrMan. That has happened ? 


Mr. Morse. That has happened just recently with American Mail. 

Mr. Downrna. I would like to question him on American Mail to- 
| morrow if I may, Mr. Chairman, if he would bring those figures. 
her The Cramman. Yes. I was going to take the members in order 
because I know everybody wants to dig into this. 


; Ai) 
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Mr. Totterson. May I ask a question ? 

The CHarrMan. Yes. 

Mr. Touterson. In connection with what you have just said and 
in connection with your statement, do I gather that an amendment 
to section 502(d) to provide that the Government could pick up the 
total 6 percent differential as a national defense thing would not meet 
your opposition ? 

Mr. Morse. It would not. We think it is unfair to the operator 
to be forced to build a ship on the west coast that would cost him 
more than if he built the ship on the east coast. 

Mr. TotieFson. Although it does not fall within the category of 
the usual defense features on a ship, the whole basis for the proyi. 
sion is national defense, is it not ? 

Mr. Morse. Yes. 

Mr. Tollefson, if I understood him rightly, is not suggesting that 
we pick up more than 6 percent. He is suggesting that, if the 50 per- 
cent limitation would result in the operator paying more for his 
ship than he would pay had he built it on the east coast, the Govern. 
ment should pick up all of the excess cost resulting from the west 
coast building up to a ceiling of 6 percent. 

The CxHarrman. I think my view is right that you would be ag- 
gravating the situation. 

Mr. Mariur1arp. That is the situation that has existed up until the 
present time? 

Mr. Morse. That situation exists and would today if we did not 
breach the 50 percent ceiling. That situation does exist today. 

The CuarrmMan. You extend it up to 50 percent. This is a situ- 
ation where it would be below 50 percent ? 

Mr. Morse. That is right. 

The Cuatrman. You just push it up to 50 percent. It might be 49 
percent and, to take up that situation, you would push the subsidy up 
to 50 percent ? 

Mr. Morse. No, that is not quite it. 

At the present time if, for example, the foreign cost of the ship 
was $6 million, and the east coast domestic cost was $10 million, and 
the west coast domestic cost was $10,600,000 and therefore the ship 
went to the west coast yard, then the result would be that there the 
parity cost that would be paid by the operator would be $6 million and 
the difference which the Sanmanenns would pay would be $4,600,000, 
so that the amount we pay, the $4,600,000, is less than 50 percent of 
the domestic cost and therefore the Government pays the full 6 per- 
cent west coast differential; but, where you get to the point where the 
subsidy goes beyond 50 percent, then part of the additional cost result- 
ing from the 6 percent west coast differential is borne by the operator. 

The Cuarrman. Can you come back tomorrow morning ? 

Mr. Morse. Yes, sir. 
eae CHAIRMAN. We will recess until tomorrow morning at 10 
o'clock. 


(Whereupon, at 12:15 p.m., the hearing was recessed until 10 a.m, 
Thursday, August 6, 1959.) 


| 
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(The following was furnished for insertion :) 
U. S. SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
August 5, 1959. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


Deak Mr. CHAIRMAN: Only pressing business of major importance before the 
Senate Finance Committee precludes my appearing before you today to express 
my deep conviction that Congress should take immediate action to repeal section 
502(d) of the Merchant Marine Act of 1936, so as to eliminate the 6-percent 
differential favoring the contract bids of west coast shipyards. 

At the time section 502(d) was enacted in 1936, economic conditions were vastly 
different on the west coast as compared with conditions today. Any justification 
which might have existed at that time has long since disappeared. During 
World War II the shipyards of the west coast came of age. Furthermore, sub- 
stantial steel production capacities came into being which now are more than 
sufficient to supply a dominant portion of the needs for ship construction. Also, 
the Bureau of Labor Statistics indicates that wage rates have increased at a 
faster rate over a period of the last 10 years on the east coast as compared with 
the west coast. The difference in wage rates is no longer sufficient to merit any 
favored treatment for west coast yards in this regard. 

The sponsors of section 502(d), at the time of its enactment, recognized that it 
should only be considered as a temporary expedient. This differential is now 
outmoded, and it is time that it be stricken from the statute books. 

In considering legislation for this purpose, it is essential to realize that the 
cost of this differential to the Government has been and will continue to be 
substantial. To the extent that it costs the Government a single penny, it con- 
stitutes a flagrant waste of the taxpayers’ money. 

I strongly urge your committee to take immediate action to repeal section 
502(d). Only by such a course can the fiscal interests of the Federal Govern- 
ment be protected. Only by such a course can east and gulf coast shipyards be 
freed from a highly discriminatory and inequitably restrictive provision. 

With best wishes and kindest regards, I am 

Sincerely yours, 
JOHN MARSHALL Butter, U.S. Senator. 


STATEMENT OF HON. JOHN F. BALDWIN, OF CALIFORNIA, BEFORE THE MERCHANT 
MARINE AND FISHERIES COMMITTEE 


Mr. Chairman, I appreciate the opportunity to testify before your committee 
on H.R. 8098. I am strongly opposed to this bill, and hope very much that your 
committee will not approve the measure. In my opinion, the bill would be a 
severe blow to the defense needs of this country. 

H.R. 8093 would eliminate the 6 percent differential applying to certain bids of 
Pacific coast shipbuilders on the construction of merchant marine vessels. This 
differential was established a considerable number of years ago in order to assure 
the continued existence of shipyards and skilled personnel on the Pacific coast, 
as such shipyards and skilled personnel are vital to our defense needs. It is a 
recognized fact that the average wage scale on the Pacific coast is higher than 
the average wage scale in shipyards on the eastern coast and on the*gulf coast. 
In addition, the costs of certain materials are higher on the Pacific coast because 
of greater transportation costs. 

Without the 6 percent differential most, if not all, of the Pacific coast shipyards 
would probably have to close down. This would mean that in the event of a 
wartime emergency, the United States would be at a serious disadvantage, par- 
ticularly if such an emergency occurred in the Pacific. The Pacific coast yards 
would not be in condition to meet the emergency situation, and skilled personnel 
would not be available. This could be a catastrophe. The only way to avoid such 
a catastrophe is to continue the existing 6 percent differential. 

It has been argued by eastern and gulf coast shipyards that they have lost 
some business to the Pacific coast because of the 6 percent differential. However, 
the east coast and gulf coast shipyards have certainly received a fair share of 
merchant marine construction during the past few years. The present situation, 
with a 6 percent differential, is a reasonable solution to the needs of our defense 
program, and certainly should be continued. 

I should, therefore, like to urge that your committee disapprove H.R. 8093. 
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THURSDAY, AUGUST 6, 1959 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHANT MARINE 
oF THE COMMITTEE ON MercHANT MarRINnE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to adjournment, in room 
919, Old House Office Building, Hon. Herbert C. Bonner (chairman) 

residing. 
epee: Representatives Bonner, Miller, Ashley, Macdonald, 
Downing, Casey, Tollefson, Mailliard, Pelly. 

Present also: Representatives Garmatz, Rivers, and Johnson. 

Staff members present: John M. Drewry, chief counsel, and Wil- 
liam B. Winfield, chief clerk. 

The CuarrMAN. The committee will come to order. 

I would like to read into the record a report from the Navy De- 


| partment in response to a request from this committee. [Reading:] 


Your request for comment on H.R. 8093, a bill “Ilo amend the Merchant Marine 


| Act, 1986, in order to eliminate the 6 per centum differential applying to cer- 


tain bids of Pacific coast shipbuilders,” has been assigned to this Department by 
the Secretary of Defense for the preparation of a report thereon expressing the 
views of the Department of Defense. 

This bill would remove from existing law a 6 percent differential which, in 


| the past, has enabled Pacific coast private shipyards to participate in certain 
| merchant ship construction programs subsidized by the Maritime Administra- 





tion. 

This provision of law is considered to have been of material assistance to 
the Navy in maintaining a nucleus of shipbuilding skills and facilities on the 
west coast, particularly during the postwar period of sharply declining com- 
mercial orders. Because west coast private yards have generally been at a com- 
petitive disadvantage due to higher wage and freight costs, the differential has 
in the past been considered necessary to assure them a fair opportunity to 
obtain Government ship construction. 4 

It now appears, however, that Pacific coast private shipyards are gradually 


| overcoming their previous competitive disadvantages through increased efficiency, 


application of improved industrial techniques and because of expanded west 
coast production of basic materials. During recent years Pacific coast ship- 
yards have been quite successful in competing for naval ship work. 

The Department of Defense has no convicing evidence that west coast ship- 
yards are now at a significant disadvantage. The Department of Defense, 


| however, is not in a position to state whether or not some degree of subsidiza- 


tion is still required to enable these shipyards to participate in ship construc- 
tion programs on a competitive basis. 
In view of the foregoing. the Department of the Navy, on behalf of the 


| Department of Defense, neither supports nor opposes the enactment of H.R. 8093. 


This report has been coordinated within the Department of Defense in ac- 
cordance with procedures prescribed by the Secretary of Defense. 
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The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on H.R. 8093. 
For the Secretary of the Navy. 
Sincerely yours, 
Signed by “Capt. R. L. Kibbe, U.S. Navy, Deputy Chief of Legis. 
lative Affairs.” 
Mr. Morse? 


STATEMENT OF HON. CLARENCE G. MORSE, CHAIRMAN, FEDERA] 
MARITIME AGENCY ; ACCOMPANIED BY DONALD E. FRYE, CHIEF, 
DIVISION OF ESTIMATES, MARITIME ADMINISTRATION—Resumej 


The Cuarrman. I think you had completed your general statement, 
had you, Mr. Morse ? 

Mr. Morse. Yes, sir. 

The Cuarrman. Mr. Tollefson ? 

Mr. Touierson. I asked Mr. Morse yesterday two or three questions, 
one being in connection with the operator picking up the excess over 
the 50 percent, that in the event that the 6 percent differential added 
to the east coast bid brought what would normally be the Govern- | 
ment’s portion over 50 percent, then the operator would have to pick 
up the difference, and you cited the American Mail case. 

Mr. Morse. That is a fact. We signed contracts yesterday with | 
American Mail. I do not recall the precise dollars that they had to | 
pick up because of this 50 percent ceiling but it was in the neighbor. | 
hood of $250,000 per ship. 

Mr. Totuerson. If the 50 percent limitation had not been in the lay, 
the Government would have paid for the full 50 percent differential! 

Mr. Morse. Correct. 

Mr. Totterson. On the basis that this was a national defense 
provision ¢ 

Mr. Morse. On the basis that it was in the statute. 

Mr. Totterson. But the statute itself was based, I think you will 
agree, on the national defense thought ? 

Mr. Morse. That is my understanding. 

Mr. Totterson. I think you further said yesterday that in your 
opinion, based on such study as has been made, by the Maritime Ad: 
ministration, that the actual differential probably is in the neighbor 
hood of 4 percent now. 

Mr. Morse. Our preliminary views are that it is in the neighbor 
hood of 4 percent but we do desire to obtain additional information 
from other sources, for example, the Shipbuilders Council, Bethlehem 
itself, who would be in an excellent position to establish costs on both 
coasts. There may be other witnesses who would have accurate test: 
mony that would be available. 

We would like to review that testimony before finalizing our think 
ing, but our present thinking is approximately 4 percent. 

Mr. Totierson. Did I understand your statement yesterday to si, 
that you would like to present your views again to the committee whel | 
you have sought and obtained the additional information? 

Mr. Morse. Correct. 

Mr. Totierson. And would that take any great length of time! 

Mr. Morsp. It would be very brief after the material has been stb 
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mitted to this committee and after we have reviewed that material as 
well as such other information as we could obtain. It would be a 
matter of days, in other words. 

Mr. Totterson. I have no further questions. 

The CHarrMAN. Mr. Garmatz. 

Mr. Garmatz. Mr. Morse, on this report from the Navy where they 
say: 

It now appears, however, that Pacific coast private shipyards are gradually 
overcoming their previous competitive disadvantages * * * 
if they have overcome it on the Navy work, do you not think they 
would have done the same thing on the private work ? 

Mr. Morse. I would think so, yes, sir. 

Mr. Garmatz. Would that not put us in a better position to cut 
down on that 6 percent differential ? 

Mr. Morse. That has been our view. 

Mr. Garmatz. I should say cut it out, not cut it down. 

Mr. Morse. We are not satisfied that the differential now should 
beeliminated. We think it should not be 6 percent today. 

Mr. Garmatz. Would you want to give a figure? 

Mr. Morse. Well, our present thinking, as indicated, as approxi- 
mately 4 percent; but we would like to refine that comment after we 
have received more information. 

Mr. Garmatz. Do you think this survey that you are making would 
have a tendency to reduce that figure further ? 

Mr. Morsz. No, we think it will be fairly close to the 4 percent fig- 
ure that we now estimate. 

Mr. Garmatz. That is all. 

The Cuatrrman. Mr. Downing. 

Mr. Downtna. Mr. Morse, in regard to the American Mail con- 
tract which was awarded yesterday, as I recall, Newport News Ship 
was low on the fixed price bid and the adjusted price bid, was it not? 

Mr. Morse. Just amoment. We have the bids here. 

Newport News was low both on the fixed and on the adjusted bid. 

Mr. Down1na. But the Todd Shipyards of California bid within 
the 6 percent limitation ¢ 

Mr. Morsr. Yes, sir. 

Mr. Downtna. And they received the award ? 

Mr. Morss. Correct. 

Mr. Downing. My question is, How much more did that award cost 
the Government than if it had gone to the low bidder, Newport News? 

Mr. Morse. The Newport News adjusted price bid was $11,450,000. 
The Todd adjusted bid was $11,979,947, in other words, a spread of 
roughly $530,000; but that is not the final answer. 

I do not have the figures with me but we could readily supply them 
for the record. 

We would have to indicate what our estimate is of the escalation 
which would bring in the two yards. It might differ. 

Mr. Downtna. That was for three ships, so that that would be ap- 
proximately $500,000 per ship. 

Mr. Morsr. That is correct. 

Mr. Downing. Or $1,500,000 that the Government would have to 
pay more than if we had accepted the low bid. 

Mr. Morse. Correct. 
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Mr. Down1nc. How much more does the owner have to pay thanif 
the low bid were accepted ? 

Mr. Morse. The figure is about $250,000 per unit. the 

Mr. Mariurarp. Would the gentleman yield ? ] 

Mr. Morse. But bear in mind the fact that the $530,000 spread _ bei 


ee 


the Government had to pay and how much more the owner had to pay, 
Mr. Morse, The escalation might result in a variation of the figures 
I am now going to give you but, eliminating the escalation on this an 
$530,000 spread per unit, the Government would have picked up _ sid 
$280,000 and American Mail, because of the 50 percent ceiling, wold 
have picked up $250,000. ] 
Mr. Downtne. In other words, it cost the owner approximately 7 
three-quarters of a million dollars more and it cost the taxpayers of } 


between the two bids included the portion which American Mail had | ] 
to = up because of the 50 percent ceiling. 
Mr. Downing. I follow you. Break it down into how much mor | not 


the United States approximately $840,000 more. sta 
Mr. Morse. That is correct. I 
Mr. Downtna. Thank you, sir. | onl 


Now, getting back to this 4 percent which you say your preliminary | pas 
study indicates is the difference between cost on the east and west 
coasts, would you mind telling me, if you can, what that is based on? mig 

Mr. Morse. There are three factors. The difference of steel cost and 
based on published price data which is on a ship of the Mariner size 
would be about $100,000 per ship; the difference in labor cost based 
on data from the Shipbuilders Council of America, which, onasim-| * 
ilar sized vessel, works out at about $200,000 per ship; and the differ-| N 
ence in cost of material other than steel, based on the usual sources ! 
of supply, which is primarily freight, which works out around 74; 





$150,000 per ship. 
Mr. Downtna. And of the 4 percent, labor constitutes approxi- a 
mately half? ing 
Mr. Morse. $200,000 out of $450,000. W 
Mr. Downrne. A little less than half. the 
Mr. Morse. Yes, sir. This is on an average. and 


Mr. Downtna. Mr. Rivers would like me to ask you if that means was 
that the labor on the west coast is more expensive than the labor on _ last 


the east coast. the 
Mr. Morse. Correct. con 
Mr. Downtne. Are you familiar with the 1936 hearings thi fT 
brought about this section 502(d) ? pull 


Mr. Morse. To a very limited degree. "a 


Mr. Downtna. Do you recall whether labor was an item which fig — 4gq; 


ured in the enactment of that legislation ? I 
Mr. Morse. Here is an excerpt I have from the hearings, 74th Con ons 
gress, 2d session, on S. 3500, page 82: at t 
Senator BAcHMAN. Did labor costs enter into that? not 
The CHAIRMAN (Senator Copeland). No; I would not think labor cost fact 
entered into it so much as material costs. 6p 


Mr. Downtne. I think that you will find the same thing tru! jy 
the hearings held on the House side, that labor was not a factor. y 

If labor is not a factor, then should you consider it in considerif, gp; 
any differential today? In other words, apparently it was not col 
sidered in 1936. Therefore, why consider it in 1959 ? 
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Mr. Morse. It seems to me that that is a matter for the Congress 

to determine rather than for myself. I am just attempting to present 
facts. 

= DowninG. You are just presenting the figure of 4 percent as 

being the approximate differential between costs on both coasts ¢ 

Mr. Morse. Yes, sir. ’ 

The CuarrMAN. You mean that in the original legislation labor was 
nota part of the consideration 

Mr. Morse. Yes. . 

The CuarrmaAn. That is an interesting point here. If it were not 
an integral part of the legislation and were not intended to be con- 
sidered at that time, then I want to ask why it is considered at this 
time, Mr. Morse? : 

Mr. Morse. Let me answer it one step at a time. 

The CHAIRMAN. Yes. 

Mr. Morse. In these same hearings, at page 82, Senator Copeland 
stated : 


It ig necessary to carry steel and certain other products which are developed 
only in the East to the Pacific coast, therefore they could not operate on a 
parity with an Atlantic seaboard shipbuilder, because of the added cost of ma- 
terials which they would use. In our committee last year you may recall that 
we argued rather extensively over the percentage. At first it seemed as if it 
might be 10 percent but finally, after getting some figures from shipbuilders 
and others, it seemed to us that the 6-percent differential was the fair one, and 
that is the reason that figure crept into this bill. 

Senator BACHMAN. Did labor costs enter into that? 


Senator Copeland answered : 
No; I would not think labor costs entered into it so much as material costs. 


Again on page 3786 of the Congressional Record, volume 80, part 4, 
74th Congress, 2d session, Mr. Welch stated’: 


Many factors contribute to the increased cost of ship construction on the 
Pacific coast over the Atlantic coast. Ninety-five percent of the materials enter- 
ing into a ship built on the west coast are produced east of the Missouri River. 

Wage scales are now and always have been higher in private shipyards on 
the Pacific coast than on the Atlantic coast. That applies to all labor, skilled 
and unskilled, in every industry on the Pacific coast. 

The question of a differential with reference to Pacific coast ship construction 
was raised before the Committee on Merchant Marine during the hearings, which 
lasted 5 weeks, the result of which was that Mr. H. Gerish Smith, president of 
the National Council of Shipbuilders, after consultation with members of his 
organization, suggested the amount of 6 percent which was later unanimously 
voted by the Committee on Merchant Marine and Fisheries. 

The idea of a 6-percent differential, Mr. Chairman and gentlemen, was not 
pulled out of the sky, nor was it arrived at arbitrarily. That differential was 
agreed to by the shipbuilders on the Atlantic coast. 

During the debate on the floor, which lasted 3 days, not one voice was raised 
against this provision in the bill. 


I think it would require extensive review of the hearings to flatly 
say that labor cost was or was not taken into consideration in arriving 
at the 6-percent differential now appearing in the bill, and we have 
not reviewed the hearings that carefully to ascertain, as a matter of 
fact, whether labor costs were included or excluded in arriving at the 
6-percent differential. 

Mr. Bonner, you asked me a second question. 

You asked us why we are considering labor in arriving at the 4 per- 
cent differential today. We are merely trying to present what our 
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view of the distinct facts are to the committee. Whether the commit, 
tee includes or excludes labor is not our problem, sir. 

The Cuarmman. I understand that. This was based on two factors 
if I understand, labor and material. 

Mr. Morse. Our 4 percent ? 

The Cuarrman. No, the 6 percent differential. 

Mr. Rivers. Not originally. 

Mr. Morse. Senator Copeland said, “No, I would not think labo 
costs entered into it so much as material costs.” 

The Cuairman. Well, anyway, you still feel that there is a plag 
that a labor differential should be considered ? 

Mr. Morse. We think there is an additional cost factor in respect | 
of labor. 

The Cuairman. I want to get to the other part. Ninety-five per. | 
cent of the materials at that time were transported to the Pacific coast 
for construction. That is what that statement said. 

Mr. Morse. Yes, sir. 

The Cuairman. Now, what percent today is transported? | 

Mr. Morse. We have not at this moment a breakdown of the ma. 
terials as to their origin on ships that are now being built on the west 
coast. Wecan make that breakdown for you, though. 

The Cuarrman. I merely asked that, Mr. Morse, to help myself | 
and I think it would help the record, too. 

If we are going to hear this, then we should be fair about it to get 
this differential as of that time and as of this time. 

Is that a fair request, in your opinion, in consideration of this | 
matter ? | 

Mr. Morsg. I think so, certainly. 

The CHamman. That was, according to the statement you read, 
the prime factor, it appeared to me. Ninety-five percent of the ma- 
terial was the prime factor. 

Mr. Morse. Correct. We will make a breakdown of a representa- 
tive ship that is now being built or has recently been built on the west 
coast to indicate what portion of the steel and materials originate 
where. 

The Cuarrman. Available locally now and available locally then. 
That is the question in my mind. 

Mr. Morse. I doubt if we would have any records which would 
indicate what was available locally in 1936. 

The Cuatmrman. That statement said 95 percent had to be trans- 
ported to the west coast. 

Now, what percent would have to be transported as of today? 

Mr. Morse. We will check that and supply it to you. 

The Cuamman. Go ahead, Mr. Downing. 

Mr. Rivers. Would you yield tome? 

The Cuarrman. Mr. Downing has the floor. 

Mr. Downrne. I yield to the gentleman from South Carolina. 

Mr. Rivers. Is the Mississippi River your dividing line? Did you 
say east of the Mississippi or east of the Rockies in that original 
statement ? 

Mr. Morse. Whose statement, sir? Are you referring to my state- 
ment ? 

Mr. Rivers. Which do you call the dividing line between here and 
California, the Mississippi River, roughly speaking ? 
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Mr. Morse. When we make a breakdown we will show the points 
of origin irrespective of where it comes from. 

Mr. Rivers. If you start on the west bank of the Mississippi and go 
to California and start on the east bank of the Mississippi to the 
Atlantic Ocean, your freight rates would practically be the same, 
would they not? 

Mr. Morse. I cannot answer that offhand. 

Mr. Rivers. That statement said “east of the Mississippi.” Orig- 
inally, as the chairman has pointed out, the reason for this was to 
build up the industry on the west coast. That is basic, is it not? It 
was to assist the industry on the west coast? They had no steel indus- 
try. They had no aluminum industry. Ninety-five percent, in round 
figures, was transported from some point east of the east bank of the 
Mississippi River to the west coast to assist this young industry which 
was the shipbuilding industry. 

Mr. Morse. Yes, sir. 

Mr. Rivers. Since then we have the great wonderful Kaiser organi- 
zation, Which has developed steel and I know, aluminum, and there 
are other people who have developed these basic industries; is that 
right, sir? 

Mr. Morse. Yes, sir. 

Mr. Rivers. Could you say now that the west coast has a steel 
industry ¢ 

Mr. Morse. They have a small steel industry ; yes, sir. 

Mr. Rivers. Is it adequate for their consumption ? 

Mr. Morse. Yes, sir. 

Mr. Rivers. It is adequate for their consumption ? 

Mr. Morsg. Yes, sir. 

Mr. Rivers. Would you say the same thing about the aluminum 
industry ? 

Mr. Morse. Very definitely, yes, sir. 

Mr. Rivers. And the modern ship contains mostly aluminum and 
steel ? 

Mr. Morse. That is right, but the prices are still higher on the west 
than the east coast. 

Mr. Rivers. Even though they are made in their own backyard ? 

Mr. Morse. Yes, sir. 

Mr. Rivers. What is that differential ? 

Mr. Chairman, do you mind if I finish this question ? 

The CuarrMan. I want the members of this subcommittee to have 
an opportunity first and then I will be glad to have you proceed. 

Mr. Rivers. I am not a member of the subcommittee but I am a mem- 
ber of the full committee. 

The Coatrman. I understand. 

Mr. Downtna. I thought Mr. Rivers was a member of the sub- 
committee. 

Mr. Morsr. The issue of April 9, 1959, of Iron Age, which I 
believe is a representative publication of steel and iron prices, indi- 
cates that the price of steel plate per pound on the east coast, which 
would include Sparrows Point, Johnstown, Pa.; Claymont, Del.; 
Coatesville, Pa.; and Buffalo, N.Y., was 5.30 cents. At the same time 
the steel plate costs at Emeryville, Calif., Fontana, Calif., was 6.10 
cents, and Seattle, Wash., was 6.20 cents. 
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Mr. Rivers. That is based on labor or based on the transportation of 

the ore? \ 
Mr. Morse. This is the quoted price of steel plate at the plants ¢ | 4 

the suppliers. h 
Mr. Rivers. Is that entirely labor or because of the ore and labor? } 


Mr. Morse. I could not answer that. you 
Mr..Rtvers. You do not know? ) 
Mr. Morse. You would require a steel man to come in here to ap. shi] 
swer that. These are the quoted prices of steel plate. tha 


Mr. Rivers. Now, you take into consideration of that figure tha | ™* 


you gave Mr. Downing, that $200,000 was labor. | 
Mr. Morse. Yes, sir. Sec 
Mr. Rivers. And I assume that labor on the west coast for aninduys. ll! 
try would be a coastwise bargaining proposition ? } 
Mr. Morse. Not entirely, but partially so. | 
| no 


Mr. Rivers. Partially so? 

Mr. Morss. Substantially so. 

Mr. Rivers. So you have no control over that. 

Mr. Morse. Yes, sir. | at 

Mr. Rivers. But you have to take that into consideration in the all 
computing of your 6 percent. | 10 

Mr. Morse, you do now from your testimony, do you not? out 

Mr. Morse. We give no consideration to anything on the west coast |. + 
other than the competitive bids, whether it is within 106 percent of | it 
the east coast bids. tt] 

Mr. Rivers. And then included in that is labor cost? .. 

Mr. Morse. Yes, sir. But we give no consideration to that. All | ™ 
that we are looking at under the 1936 act is whether the bid is fairand =. 
reasonable and whether it is within 106 percent. 

Mr. Rivers. Then, whatever it is, you add 6 percent to it? 

Mr. Morse. We add nothing to any bid. | 

Mr. Rivers. Well, you dentine 6 percent. If the west coast 


i 


ies ee a 


has one figure and the east coast has the same figure, if youcanadd | 
6 percent to it and it aggregates that, you award it to the west coast. | 2 
That is the law, is it not? be 

Mr. Morse. If it is a section 502(d) situation. In other words, the tir 


building on the west coast by a west coast operator, if the bid of the 
west coast yard is no more than 106 percent of the east coast bid, itis | 
mandatory that it be awarded to the west coast. 

Mr. Rivers. Do you think that that law should be reappraised ! il 

Mr. Morse. Yes, sir. We think that the 6 percent is now higher | * 
than the current facts warrant. 

Mr. Rivers. Industry has developed in California and all that 
great country has developed a terrific aircraft industry over there and 
it is doing a wonderful job and if you were to take the defense con- 
tracts from Seattle, Wash., it would be the worst depression that ever 
hit any city in the United States. It would completely paralyze it. | 

Mr. Vinson is making a study of it. of 

Particularly California has taken all the Congressmen out of New 


on 


York. That might be a good thing to take some of them but not all 7" 
of them. So that, the west coast is a magnificent country. If the 
conditions do not obtain whereby that 6 percent should exist, there- yo 


fore, we should make a reappraisal. 
Mr. Morse. I subscribe to that. 
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Mr. Rivers. You subscribe to that? 

Mr. Morse. Yes, sir. . 

Mr. Rivers. So what would be your suggestion ? 

Mr. Morse. To get all the possible facts you can and then make 

our own determination whether there should be any differential. 

Mr. Rivers. Do not misunderstand me. We want to maintain the 
shipbuilding industry on the west coast. We want to do that because 
that is imperative. We cannot do anything to disturb that. To 
maintain the industry would be your curbstone suggestion ? 

Mr. Morse. Section 502(f) authorizes the Maritime Board or the 
Secretary of Commerce with the consent of the President to make 
allocations of ship construction for national defense purposes. 

Mr. Rivers. That is right. 

Mr. Morse. Those allocations could be made even though there were 
no differential identified in the statute. 

Mr. Rivers. That is right. 

Mr. Morse. But being practical about these things, the Board uses 
at the present time as one of the standards that the award will not be 
allocated to a shipyard on the west coast if the price is more than 
106 percent. In other words, we use the 6 percent differential spelled 
out in the statute as one of the tests before we will make an allocation. 

Now, what I am saying is that the Board feels it very desirable that 
it have an indication from the Congress as to what sort of differential 
it may use, if any is used, in making allocations. 

Mr. Rivers. Well, the Congress would not do anything without 
counseling with you. Would you say the Congress would be justified 
in removing the 6 percent ? 

Mr. Morss. We think 6 percent is high on today’s situation. 

We think it should be in the neighborhood of 4 percent. 

Mr. Rivers. Would you think 3 percent ? 

Mr. Morse. It is in that neighborhood. We have indicated that we 
want to get more figures from people who have the facts more readily 
available to them than we have before we give a final figure, but it will 
be in the area of 4 percent. 

Mr. Rivers. Mr. Chairman, thank you. I will not take any more 
time. I appreciate it very much. 

Thank you, Mr. Chairman. 

Mr. Downe. Mr. Morse, in the event the 6 percent differential 
was eliminated, you would still have sections of the law which would 
allow allocation to various areas on a national defense basis and also 
on a depressed market basis, too, would you not? . 

Mr. Morse. 502(f) is the only section which would permit us to 
make allocations. 

Mr. Downtna. Is that based on national defense ? 

Mr. Morse. Primarily national defense. 

Mr. Down1na. Now, getting back to this 95 percent. 

Mr. Morsr. Let me say, sir, that allocations are not a pleasant way 
of doing our business because we have tremendous pressures put on us 
any time allocations are attempted and we avoid them if we can do so. 

Furthermore, it tends to break down the value of competitive bids. 


Mr. Downtne. I thoroughly agree with you and sympathize with 
you. 
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_ Getting back to the 95 percent figure mentioned in the 1936 heap. 
ings, would you say that the majority of that 95 percent was ste} 
and the freight cost of transporting steel? Was that not the big iten 
in the 95 percent ? 

Mr. Morse. The statement of Senator Copeland was to the effec 
that about 95 percent of the materials that went into a ship came from 
eastern areas. Now, specifically to your question, steel involves only 
about 20 percent of the cost of the ship dollarwise, of the materi] 
dollars. In other words, the machinery and the propeller and the 
gear chain and so forth are all included in the 95 percent, I am guy 
that he was referring to. : 

Mr. Downtne. My question was, Would not the majority of that 
95 percent be steel alone? They had no steel plants, as I understand 
it, on the west coast in 1936. 

Mr. Morsr. What I was trying to indicate to you was that on the 
dollar cost of materials, steel plate only accounts for 20 percent, the 
machinery and everything else makes up the balance of the dollar 
cost of the materials that go into a ship, but at that time most of the 
machinery was produced on the east coast. Most of the components 
were produced in eastern areas. 
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Mr. Downinea. That situation has been changed substantially as of | ican 


the present day, has it not ? 
Mr. Morse. I would not care to say “substantially.” It has 
changed. 


Mr. Downtne. As of today, how many shipyards do they have on | 


the west coast which are capable of building a ship of the Mariner 
class ? 

Mr. Morse. At least five yards. 

Mr. Downing. I thought there were six yards. 

Mr. Morse. Well, when I say at least five, there could be more if 
they would extend their ways. We have included National Steel; 
Bethlehem Pacific; Moore; Todd, Los Angeles; and Puget Sound. 

Mr. Down1nea. How about Moore Drydock ? 

Mr. Morse. We have included Moore. 

Mr. Down1ne. How many similar yards are there located on the 
east coast ? 

Mr. Morse. Offhand, we think of Quincy; Sun; Sparrows Point; 
Newport News; and New York Ship. 

Mr. Downing. Five. 

Mr. Morse. Yes, sir. 

Mr. Downtna. How many on the gulf coast ? 

Mr. Morse. Avondale; Alabama; and Ingalls. Some of these yards, 
you must bear in mind, might have to make extensions of their exist- 
ing ways, but these are yards which have bid at one time or another 
on this type of bid. 

Mr. Downina. You now in 1959 have approximately the same num- 
ber of yards on the east and west coasts that could build a ship of the 
Mariner class. Is that a correct statement ? 

Mr. Morse. Yes, sir. 

Mr. Downina. Now, yesterday, Mr. Morse, there was some inter 
esting conversation as to the reason for the hiatus in the use of set- 
tion 502(d) from 1936 when it was enacted until 1955 when the first 
ship was awarded under 502(d). 
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Could you explain that length of time in which there were no ships 


ar 
eg] | under that program ¢ 
" Mr. Morse. I cannot explain why the absence of the use of 502(d) 


between 1936 and, say, 1940, but postwar about 1950, as I recall, 

ect American President Lines contracted with one of the east coast yards 

om | for some combination ships. 

ly | As far as I recall, no west coast yard bid on those ships, so that 

al | there would be no occasion to use 502(d) there. 

the | Mr. Downie. There was a war program of ships for a consider- 

Ire, able period there, was there not, when the ships were allocated and 

awarded to yards on the west coast ? 

hat | Mr. Morse. I was referring to postwar, from 1947 on. It has only 

ind | been since 1955 that any west coast operator contracted for ships 

with the exception of those APL ships about 1950. 

the | Mr. Downine. Under the cargo ship replacement program law, I 

the | wonder if you could tell me how many jobs have been awarded to the 

llar | west coast in the past 2. years ? That is a difficult question, I know, 
and perhaps you would like to answer it later. 

ants | Mr. Morse. We have that information. There were two awarded 
to National Steel, two of four ships which were contracted for Amer- 

sof | ican Export. This would have been early in 1958. Those first two 

| wereawarded under 502(d). 

has | There were four for American Export to National Steel in March 

| 1959, which was on a low competitive bid nationwide. 

| Mr. Martirarp. Were not those first two 502(f) rather than 502(d) ? 

Mr. Morse. Yes. Lamsorry. They were 502(f). 

Mr. Garmatz. Were those the two that Bethlehem lost out on? 

Mr. Morse. Those were the two that Bethlehem failed to put in a 
responsive bid, yes, sir. There were two that were for American 
re if | President Lines which went to Bethlehem Pacific in 1958. That was 
eel; | under 502(f). 
und. | The low nationwide bidder there was Puget Sound and they backed 

away from their bid. 
Mr. Downtne. Mr. Morse, right there, Puget Sound was the low 
ithe bidder without the use of the 6 percent differential of which we are 
talking ? 
int; | Mr. Morse. Correct. 

Mr. Downine. Thank you. Goahead. 
| Mr. Morsr. There were two to Todd Shipyards being built for 
| 
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Moore-McCormack, allocated under 502(f). That was in early 1958. 
Just yesterday we signed contracts for American Mail with Todd, 
ards, Los Angeles, and that was under 502(d). 
xis: | That isall. : 
thet | Mr. Downinc. Now, how many does that figure that were awarded 
tothe west coast out of how many jobs? 





num | Mr. Morse. Thirteen ships either under 502(f) or 502(d) or on a 
f the | low competitive bid basis. 

Mr.Garmarz. Will you yield? 

Mr. Downtna. I yield to Mr. Garmatz. 
inte’ | Mr. Garmarz. There have been contracts awarded to the west 


f sec: ‘coast shipbuilders on a lowest bid regardless of the 6 percent 
» first | differential 2 


Mr. Morse. Yes, sir. 
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Mr. Garmatz. How many were there, if you know, definitely? 

Mr. Morse. There has been only one contract awarded ON a loy 
competitive bid basis. That was to National Steel for four Ships ty | 
American Export. 

Mr. Morse. That was in 1959, as I recall. That was March of 1950, 

Mr. Downina. And the Puget Sound low bid of 1958? 

Mr. Morse. Yes, but that ‘contract was awarded to them, They 
were the low bidder nationwide, though. 

Mr. Totierson. Would the gentleman yield ? 

Mr. Downtne. Yes, indeed. 

Mr. Totierson. Puget Sound was low but you say they backed oy 
on their contract. W: as the reason for that not their fear of losin, 
money on the job and therefore they chose to pay a penalty? 

Mr. Morse. That is what they stated, yes, sir. 

Mr. Mutter (presiding). How much was the penalty ? 

Mr. Morse. We collected $300,000. 

Mr. Touierson. I am through. 

Mr. Downtng. I have one final question. | 

Do you know whether or not the east coast yards that had bee 
successful in being awarded these ships recently, they have been losin 
money on the construction ? 

Mr. Morse. We normally get the response, “We lose money on thi 
contract.’ ” And we add to that, “It is volume that keeps you in bus 
ness.’ | 

Mr. Downtne. Well, sir, I am thinking primarily of two beautifi| 
ships recently built. The Brazil was one, ‘L believe. 

Did not the company that built that lose money on that ship! 

Mr. Mors. Yes, Ingalls say that they did lose money on those tr 
ships. Also we are told that Willamette lost money on the two co: 
version jobs that were awarded to them on a comparison of the loy 
bids. 

Mr. Downrne. So that the east coast yards have stated that they ar 
losing money on these bids that they are receiving ? 

Mr. Morsr. Yes, sir. We get the same statement from west cox 
yards, too. 

Mr. Down1ne. I thank you very much. 

Mr. Morse. I think it isa fact that this is a very competitive biddiy 
period. All the yards are hungry for business and they are cuttin 
the prices to get the business. 

Mr. Mitter. Mr. Mailliard. 

Mr. Marurarp. Yes, Mr. Chairman. 

It seems to me that if we are going to complete this record thi. 
having gone through the ships built on the west coast, I would lit 
to refer to the appendix to your statement where you make a cot 
parison of bids received. 

Could you tell us, or is it somewhere else in here, who got the bi| 
if they were awarded and how many ships were involved? 

Mr. Morse. Lykes, the first one, five ships went to Ingalls. | 

Moore-McCormack, the first group, two went to Sun and two we 
to Todd on a 502(f) allocation. : 

The next one is American Export, four ships. Two went to \# 
York Ship and two went to National Steel under 502(f). 
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The next one is APL; those two ships went to Bethlehem Pacific. 

Next was Lykes, second group, four ships went to Bethlehem Spar- 
rows Point. 

Mr. Martu1arp. Four ships, was that ? 

Mr. Morse. Four ships. 

The next one is Moore-McCormack, three ships. That went to Sun. 

Mr. Mamu1Arp. Three? 

Mr. Morse. Three; yes, sir. 

At the top of page 3, now, next is four ships more, American Ex- 
port, which went to National Steel. 

Next is Mississippi Shipping. Three ships went to Avondale on 
the gulf. 

Next is three ships for American Mail, which went to Todd, Los 
Angeles. ; j ial, 

On page 4, that will be two ops for PFE. The low bid is Bethle- 
hem, Sparrows Point, but Bethlehem, Pacific, is less than 106 percent. 

Mr. Marti1arp. Now, when you picked this period, October 1957, 
this is the beginning of the replacement program ? 

Mr. Morsz. Yes, of the cargo ships. We had four passenger ships 
that were built, two for Grace by Newport News and two by Ingalls 
for Moore-McCormack. 

Mr. Mat1arp. So that, if you add those four ships, you have the 
whole program as far as the replacement program under the 1936 act. 

Mr. Morsg. Since 1955, yes, sir. Bear in mind that there were 
several ships that were contracted for by APL about 1950 that were 
never completed. ‘They were taken over by the Navy. 

Mr. Maiuiarp. If we recapitulate this, as I figure it, we have in 
the gulf two passenger ships and eight cargo ships. 

On the east coast, you have 2 passenger’ships and 11 cargo ships. 

On the west coast, we had a total of 13 cargo ships. 

Mr. Morse. I will accept your figures. I did not have an oppor- 
tunity to check it out. 

Mr. Marturarp. I am not trying to prove anything, I just wanted 
to have it consolidated in the record. 

From your statement, we, I guess, can get the impression that your 
recommendation, at least on the basis of present information, would 
be that we ought to consider reducing the 6 percent to 4 percent ? 

Mr. Mors. Yes, sir. 

Mr. Matnit1arp. Getting to the allied problem, and that. is the ques- 
tion of an unfair penalty against a west coast operator that runs up 
against the 50-percent limitation, would you think it advisable if we 
take such action to provide that in the case of a ship allocated under 
this provision of the law that the Government should be able to pay 
the excess in spite of the fact that it goes over the 50-percent ceiling ? 

Mr. Morse. I would, yes, sir. It is justified on national defense 
and I see no reason why the operator should bear that extra expense. 

Mr. Mamtiianp. If we should determine to do that, do you think, in 
equity, we should attempt to make it retroactive so that those com- 
panies that have paid that penalty could be reimbursed for it ? 

Mr. Morse. I think so, because I think the Congress never con- 
templated the operator would be forced to pay more for his ship 
because he was required to build it on the west coast. 
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Now, the only ones that I am referring to that I am aware of would 
be the American Mail. I think in fairness to the American Mail, 
they should be reimbursed. 

Mr. Matvuiarp. Pacific Far East may come up against the same 
situation. 

Mr. Morse. Yes, they are unquestionably coming up against the 
same problem. 

Mr. Maiturarp. Presumably that contract would be signed before 
we are likely to get legislation. 

Mr. Morse. Yes, sir. We expect to sign it within a month. 

Mr. Mamux1Arp. With regard to the question that Mr. Downing 
asked about why this section of the law failed to operate, it is my 
understanding from reading some of the correspondence that went 
on at the time, that is, in the few years immediately after the passage 
of the act, that actually the 6 percent was found to be unrealistic and 
therefore it did not operate. 

I was wondering if somebody who has been here longer than I could 
tell me a little bit about what happened immediately after the war, 
because I do remember that my predecessor and Mr. ‘Shelley’s prede- 
cessor and others made several visits to talk to Mr. Truman about this 
problem of shipbuilding and I think it would be interesting to have in 
the record, if anybody here participated, what went on. 

Mr. Totierson. If the gentleman will yield, I was one of those 
who went to see Mr. Truman. The west coast Congressmen, Repub- 
licans and Democrats alike, about 1948 went to see the President with 
respect to getting his support of a proposed bill to increase the differ: 
ential from 6 percent to 11 percent in section 502(d). I just do not 
recall where we got the figures but, of course, the shipyards were in- 
volved in this effort and they apparently supplied figures, but at any 
rate the figure that we proposed was 11 percent on the basis that the 
6 percent did not help the west coast yards at all, that the spread 
actually was greater. 

The President was sympathetic, but we never got the legislation 
passed. As a matter of fact, we made two such visits. You were 
there. 

Mr. Miter. I wasthere. 

Mr. Maiuiarp. Could I ask this? Was it not as a result of these 
conversations that five Mariners were, you might say, arbitrarily allo- 
cated to the west coast in an attempt to put some shipbuilding back 
in existence ? 

Mr. Totierson. That is correct. 

Mr. Mitier. That is true. 

Mr. Downinea. Will the gentleman yield ¢ 

Mr. Mariurarp. Certainly. 

Mr. Downtna. It is my understanding that from about 1936 to 
about 1938 or 1939 that the shipbuilding facilities of the west. coast 
were just getting started and expanding and could not bid at that 
time because they did not have the facilities and that then from 
1939 on, did they not go into the 50-ships-a-year program ? 

Mr. Maritarp. I think from 1939 through the end of the war, it is 
perfectly obvious that anybody who could build ships built ships 
It made no difference what they cost or where they were. 

Mr. Downrna. I think that isthe explanation. 
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Mr. Maru1arp. I do not believe that it is true that we did not have 
the yards to build ships in the period before that big shipbuilding 
program went in. I do think it is true that they were in no shape to 
bid competitively anywhere near 6 percent and therefore probably 
they did not bid. 

I do not have the record, but that would be my guess. 

Mr. Matter. I think that you are right in your statement, Mr. Mail- 
liard. 

I would like to say that I, too, visited the President as Mr. Tollefson 
recited it and the situation, as he outlined it, is about what happened. 

We had a good visit but we did not make a sale. 

Are you through / 

Mr. Mattiiarp. Yes, thank you. 

Mr. Miuier. Mr, Casey. 

Mr. Casry. Mr. Morse, how did you reach this conclusion of 4 per- 
cent? Did you go on the basis of the bids that you had received or 
did you take other factors. into consideration? To which did you 
give the most weight ¢ 
~ Mr. Morse. I would rather have Mr. Donald Frye answer your 
question. He is from our office of ship construction and works on this 
coast problem. 

Mr. Frye. As a matter of fact, we more or less ignored the bids, 
that is, the actual bid figures, for the reason that Mr. Morse gave in 
his statement yesterday that special circumstances make the bids mis- 
leading as to what the actual differentials are. 

We considered a ship of about the A/ariner size and we also con- 
sidered steel prices as they exist in the industry east coast versus 
west coast, labor costs as they exist in the shipbuilding industry as 
they exist east coast versus west coast, and we considered the freight 
costs based on where the west coast shipyards buy most of their 
materials. 

We did not tie this down to any particular yard or did not attempt 
to, either of the east or west coast, but rather a general estimate of, 
you might say, a mythical yard on either coast. 

Mr. Casry. You say you practically ignored the bids that you had 
received due to special circumstances ? 

I do not recall] any enumeration of any special circumstances in 
there. Just what are these special circumstances to which you are 
referring? 

Mr. Frye. Well, you can take any particular bid. The first one I 
have in this list is the first group of Lykes ships where the low west 
coast bid was 141% percent higher than the east coast bid. 

The next. is the Moore-MeCormack ships, where the low west coast 
bid was 5.7 percent higher. 

Mr. Casey. You awarded five ships of Moore-McCormack under 
502(f) 2 

Mr. Fryer. Yes, sir. 

Mr. Casty. The American Export was awarded under 502(f) ? 

Mr. Frye. Two of the ships in both cases were. The other two 
went to the low bidder. 

Mr. Casey. You say that two of the ships in Moore-McCormack 
were awarded under 502(f) and two were awarded to the lowest bid- 
der ? 








48 PACIFIC COAST SHIPBUILDING 


Mr. Frye. In the Moore-McCormack case, Sun was lowest. bidder 
and there were four ships involved. Two ships went to Todd on the 
west coast under 502(f) and the remaining ships went to Sun. 

Mr. Casey. As low bidder? 

Mr. Frye. As low bidder, yes, sir. 

The point I am trying to make here is that the differential between 
low bids in any partic ular case represents, in addition to the cost to 
the shipyard, the desire of the various yards to get a job which wil] 
make any particular yard in one case bid high if he is indifferent ag 
to whether he gets it or nat or, ifthe wants it badly, he will shave 
his profit considerably more than his competitors. 

Mr. Casry. Now, what was your spread, though, between your 
highest bid and your lowest bid on this Moore-McCormack here? You 
have a terrific spread there, have you not? You have a spread there 
somewhere in the neighborhood of 20 percent, have you not ? 

Mr. Frye. I do not know about that one particularly but very often 
they do run that much. 

Mr. Casey. You can look at it and see that your highest bidder 
there is $2 million higher than your lowest bid. In fact, he is better 
than $2 million. 

Then on American Export you had two to the highest bidder and 
two to the lowest bidder. 

Mr. Frye. Yes, sir. 

Mr. Casey. And the lowest bidder was New York Ship and Na. 
tional Steel was awarded two under 502(f), is that right? 

Mr. Frye. That is right. 

Mr. Casey. On your second page, we come to your first ones 
awarded under 502(d), i is that right? Those that were awarded to 
Bethlehem, San Francisco, were awarded on the basis of the 502(d), 
were they ? 

Mr. Frre. No, 502(f). Puget Sound was the lowest bidder and 
Puget Sound withdrew its bid and Maritime negotiated with Bethle- 
hem, San Francisco, under 502(f) and the contract was awarded to 
Bethlehem, San Francisco. 

Mr. Casey. This was under 502(f), is that right ? 

Mr. Frye. That is right. 

Mr. Casey. Under 502(f), that is discretionary with the advice of 
the Secretary, is that right, the coordination of the Secretary of the 
Navy and so forth? You decide to keep those yards busy ? 

Mr. Morse. With the approval of the President. 

Mr. Casey. Under 502(d), it is mandatory, is it not? 

Mr. Morse. Yes, sir. 

Mr. Casry. You have no choice. If they are built out there they 
have to stay there, do they not? You cannot berth them anywhere 
else ? 

Mr. Morse. That is right. 

Mr. Casry. Where is your first one under 502(d). That is on page 
3, 1s it not ? 

Mr. Frye. The first on the tabulation under 502(d) is the last one 
on page 3, the American Mail Line. 

Mr. Casry. Were these to National Steel under 502(f) ? 


Mr. Frye. On the second group of Export ships that went to Na- 


cional Steel, National Steel was the low bidder. 
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Mr. Morse. Nationwide. 

Mr. Casey. They were low bidder? 

Mr. Frye. That is right, sir. 

Mr. Casey. How do you pick the low bidder? Do you take this 
fixed price or do you take this adjusted price in determining who is 
low bidder ? 

Mr. Morse. Actually, the Board takes whichever price the Board, 
in reliance on the staff recommendations, believes will be to the best 
advantage of the Government and the operator costwise. 

Mr. Casey. I noticed that this Alabama yard in Mobile on its ad- 
justed price was lower than National Steel on its adjusted price, so 
that you evidently awarded it in this instance on the fixed price basis. 

Mr. Morse. Yes, sir. 

Mr. Casey. What is an adjusted price, anyway? It is not like 
buying a car without a heater, is it ? 

Mr. Morse. No; it is a price on a ship which authorizes escalation 
on labor and materials based on national indices. 

Mr. Casry. But there is no escalation in your fixed price? 

Mr. Morsr. Noescalation at all. 

Mr. Casey. They say, “We are going to build it for this regardless 
of what happens in the labor market or the steel prices or anything,” 
isthat right? 

Mr. Morse. That is right. 

Mr. Casry. On your adjusted price, they quote you this figure and, 
if wages should go up, you have to meet that wage increase and your 
price is adjusted accordingly’; is that right ? 

Mr. Frye. That is right. 

Mr. Morse. If wages go up or down. 

Mr. Casey. I have not heard of them going down lately. I am not 
complaining about it. I like to see somebody make a good living. 

Then the first ones under 502(d) were the ones on the bottom of 
page 3; is that right? 

Mr. Morse. American Mail; yes, sir. 

Mr. Casey. Todd was awarded that under 502(d). 

I understand what happens under this 502(d). 

It naturally comes under that section (d) if it is an operator on the 
Pacific coast and so the bidders know that, do they not? They know 
inadvance whether 502(d) is going to apply ? 

Mr. Morse. Yes, sir. 

Mr. Casry. Do they have any idea of when this section (f) is going 
toapply ? ‘ 

Mr. Morsr. No; but I am sure that in our invitations we identify 
both 502(d) and 502(f) as being applicable in any invitation. 

_ Imight add, Mr. Casey, that there was an allocation of a conversion 
job. These are all new ship jobs. There was an allocation of a con- 
version under 502(d) to Willamette, a conversion of two ships for 
Oceanic. 

Mr. Casry. Are we still talking about this American Mail Line 
contract? You say these were conversions ? 

_Mr. Morsr. No; you asked me if American Mail was the only situa- 
tion where 502(d) resulted in an award to the west coast. I was 
explaining that to you. 

Mr. Casry. I understand that there were others. This was the 
first one on this list that comes under 502(d). 
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Mr. Morse. This is the first one on this list, but the Oceanic award 
does not appear on this list but, timewise, it was about 3 years ago. 

Mr. Casey. What was the difference there? It was under 502(d), 
was it? 

Mr. Morse. It was a conversion job. These are all new construc. 
tions that are shown here. 

Mr. Casey. For your low bid on this American Mail Line, did 
you use the fixed price or adjusted price in determining it? 

Mr. Morse. In American Mail, we used the adjusted price. 

Mr. Casey. The low bidder was Newport News, is that right? 

Mr. Morse. Correct. 

Mr. Casey. You had a difference there of about 4 percent, is that 
right? 

Mr. Morse. 4.6 percent. 

Mr. Casey. Was that Pacific Far East under section 502(d) ? 

Mr. Morse. That has not been awarded yet. If it is awarded it 
will be under 502(d). 

Mr. Mutter. I notice that Mr. Shelley, a former member of this 
committee, is in the room. 

We would be happy to have him sit in his own seat and join us, 

Mr. Garmarz. The gentleman from California. 

Mr. SHetitry (Hon. John F. Shelley, Representative in Congress 
from the State of California). San Francisco, the better part of 
California. 

Mr. Casey. You say this has not been awarded yet ? 

Mr. Morse. The differential there is 1.9. It has not been awarded 
yet. 

" Mr. Casey. That is a little below 2 percent. You mentioned one 
a while ago. What was the percentage of the one that is not on here! 

Mr. Morse. It was almost on the line of 6 percent, as I recall. 

Mr. Casey. We create a situation here where one of two thin 
can occur. It seems to me that, one, the Pacific coast builders could 
say, “On a $10 million job, we have $600,000 to play with here,” or 
you have the fellows on the east coast saying, “If we want the job 
we are going to have to get awfully low and, to keep our yards busy, 
take a chance of losing a little money to keep our yards going.” You 
have those two situations, it seems to me, on a bid that comes under 
this section 502(d), is that right ? 

Mr. Morsr. That is certainly partially true. 

Mr. Casey. I do not know and I do not think the committee has 
reached a decision yet, but, if everything is equal and they are 
really competitive, in order for the east coast builders to get a job, 
they are going to have to lose money if they want any of this section 
(d) business at all, or you have the west coast. builders, if everything 
is equal, in the position of where they say, “We have $600,000 ona 
$10 million job to play with and we have a little latitude here. We 
can just hit it in the middle and add $300,000 to this job and we ar 
still going to get it.” 

Mr. Morse. That may be true but it is odd that Bethlehem Pacific 
only bid 1.9 percent above Bethlehem Sparrows Point if they thought 
they had a full 6 percent they could play with. 

Mr. Casey. It might be that the condition is the other way, and 
that the Sparrows Point people said, “We are just not going to low 
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any money on this job. We have enough business and do not need 
this job to keep operating. We will bid it high. 

Mr. Morse. It could be. 

Mr. Cassy. I am saying that you could have those conditions. I 
am not accusing either one of doing it, but I say you can create that 
condition with this sort of section, can you not ? 

Mr. Morse. If all things were equal and every one knew what the 
other was going to bid, they could take advantage of the full 6 percent. 

Mr. Casey. No one knows what the other is going to bid, but you 
have a ship here and if they have good estimators I am sure that the 
competition knows what the rates of pay and steel prices and every- 
thing are. They can get a pretty good idea of what they might bid 
and, when you have $600,000 to play with on a $10 million job, you 
havea pretty good chance of hitting it pretty close. 

Mr. Morse. Mr. Casey, if you would examine the bids that we have 
received on the last 8 or 10 groups of cargo ships, you will see that 
there is no pattern. 

Newport News, for example, will be low on one bid. On the next 
one, they may be fourth or fifth or even worse than that. 

The same thing applies on the west coast yards. 

Mr. Caster. That also happens in building a building or anything 
else. You are going to find contractors sometimes who are running 
out of work and they are going to sharpen that pencil. They are 
going to make several trips to that pencil sharpener before they turn 
in that: bid. 

If you know that you have a spread there that you are going to be 
protected on, you might not make quite as many trips to that pencil 
sharpener in turning in your bid. 

Since you did seem to ignore the bids jn trying to arrive at what 
you thought was a reasonable differential, did you take into consid- 
eration capital investment in the yard? 

Mr. Morsr. No. 

Mr. Caszy. Did you not take that into consideration at all? 

Mr. Morse. No, sir. 

Mr. Casey. Do you have any idea of the difference in capital in- 
vestment in a yard on the Pacific coast and here on the east coast. 

Mr. Morse. That will vary depending on the size of the yard. By 
and large, the west coast yards are much smaller than the east coast 
yards. 

Mr. Casry. I mean the total capital invested and their depreciation 
and things of that nature, and local taxes, for instance. I think that 
could vary tremendously. ; 

Mr. Morse. We did not take that into consideration. 

Mr. Casry. Thank you, sir. 

Mr. Miter. Mr. Pelly. 

Mr. Petty. Mr. Morse, according to a figure developed earlier, the 
cost to taxpayers, because of this 6 percent differential in the case of 
the American Mail Line award, was about $800,000 ? 

Mr. Morse. About $280,000 for each of three units. 

Mr. Petty. Could you estimate the savings to the taxpayers be- 
cause of the fact that this policy is developing west coast yards in the 
way of competition between the east and west coast to get business? 
Have you not seen a pattern that the prices are very much in line with 
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ach other and they are competing for business? Is that not eyj. 
dence of terrific saving ? 

Mr. Morse. Take this last bid on the two PFE Mariners. The bids 
of a little over $13 million are very favorable bids, resulting from q 
number of factors. 

One is the Bethlehem yards are very much in need of work, 

Secondly, they knew that there is a lot of competition from other 
yards that are equally in need of work and some of those yards would 
be the west coast yards. 

Mr. Petry. But, if you took the available business and you knew 
that there were maybe six yards on the east coast available to bid, they 
would pretty well get filled up with work and would raise their fig- 
ures? Now, you have six west coast yards and the competition dl 
tween the two coasts is certainly resulting in large savings, which 
shows the wisdom originally of trying to develop facilities on all 
coasts, it seems to me. 

Mr. Morse. I think that is a very logical deduction. If there was 
only one shipy ard bidding on these things, we would pay whatever 
he asked but, since there are a number of them, ¢ ompetition enters into 
this and every one sharpens their pencil. 

Mr. Petry. How m: uny private yards are there in this country that 
could construct a Forrestal-class carrier ? 

Mr. Morse. Three. New York Ship, Bethlehem, Quincy and New- 
port News. 

Mr. Mriuer. Let us get this in the record. 

Mr. Morsr. Newport News, Quincy, Bethlehem and New York 
Ship. 

Mr. Petry. If they took the superstructure off at Quincy they could 
float it down the river under the bridge. Have they ever constructed 
a ship of that class? I would doubt that. 

Mr. Morse. I have never been there. I am told that the bridge 
does open up and that they could float it down the river with the 
superstructure on board. 

Mr. Petxy. In relation to the capital invested in facilities, there is 
no relation between capital investment actually and the return that 
shipyard gets in one of these bids because they are getting other work. 
$37 million, as I recall, and turn in a ship for S10 million, or $47 
with that. 

Mr. Morse. There is not and should not be. 

Mr. Petty. They are getting repair work and other things for the 
Navy and work in modernizing ships. Overhead would be quite a 
factor in any cost, would it not ? 

Mr. Morse. A very substantial factor. 

Mr. Petry. Did you take into consideration any overhead ? 

Mr. Morse. We did not. 

Mr. Petry. In other words, if an admiral is Chairman of the board 
it would not affect one of these bids at all even if he just attended 
directors’ meetings? It would not affect any of these costs? 

Mr. Morsz. We disregard those factors. 

Mr. Petty. Nevertheless, the fact is that when a yard comes to figure 
a bid, they take their president’s salary and all their overhead and, if | 
it is going into a Forrestal-class carrier, they can figure that they can | 
take a bid because their overhead is pretty well taken care of on al- 
other job, can they not? 
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Mr. Morse. I would not care to hazard a guess on that, Mr. Pelly. 

Mr. Petty. I would. I would certainly indicate that, as any busi- 
nessman knows, when your overhead is taken care of for a year and 
you have a lot of volume business, you can afford to take a lot of dis- 
count business and less attractive business. That is pretty obvious, 
is it not? 

Mr. Morse. That certainly sounds logical to me, yes, sir. 

Mr. Petty. Well, we have three yards that can take these large 
ships. When you come to super passenger liners, how many yards 
could bid on all those, all the same yards you mentioned on the east 
coast ? 

Mr. Morse. The same three yards. 

Mr. Petty. In other words, the west coast has no real advantage or 
opportunity to take any of the large jobs. : 

Mr. Morse. They do not have the facilities to build the big pas- 
senger ships. 

Mr. Petty. And if one yard, for example, were given a contract for 
the sister ship of the United States, the cost to the taxpayers in that 
event would be very much more than the $800,000 represented in the 
American Mail Line, but it is a national defense item, is it not? 

Mr. Morse. It would be a very expensive ship, running in the neigh- 
borhood of $130 million. 

Mr. Petiy. $130 million of which the operator would pay about 
$37 million, as I recall, and turn in a ship for $10 million, or $47 
million ? 

Mr. Morse. The bill was $47 million with a trade in allowance on 
the America. 

Mr. Petty. That is correct. Anyway, that would be over 50 per- 
cent, would it not ? 

Mr. Morse. The subsidy, yes, and national defense features would 
be over 50 percent. 

Mr. Petty. Well, it just seems to me that, when you try to get into 
cost factors on the basis of the price of steel, it is a very involved mat- 
ter, and, since this bill was put in on July 6, how anyone could come 
up with the statement that there was a 4 percent differential now, I do 
not understand. It certainly must be a pretty wild guess. 

Mr. Morsr. We do not think so. 

Mr. Petiy. You are really confident that your figure is close? 

Mr. Morse. I again say that we want to see figures from the Ship- 
builders Council and from, for example, Bethlehem that has work on 
both coasts. 

Mr. Petiy. I know that, as far as shipyards are concerned, the 
west coast shipyards had 4 days’ notice in which to prepare their testi- 
mony for this hearing. It seems that maybe some other yards had 
more time but I cannot find that any of the west coast operators really 
could at this time intelligently discuss whether it is 6 or 4, or what- 
ever percentage is a fair differential. 

Mr. Morse. But from our information on the quantity of steel and 
the components that are required in a ship, plus our information of 
prices of steel and components, plus our information of the labor 
hours required and the labor rates on the two coasts, we think our esti- 
mate of 4 percent is pretty close. 

Mr. Petty. If you took all the west coast yards? 

Mr. Morse. This is an average now. 
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Mr, Petty. As against all the east coast yards, you certainly would 
have to take into consideration, comparing their costs, the amount of 
business they had because, if they had a lot of work in their yards, 
their overhead being absorbed in those jobs, therefore their costs are 
lower, it would seem to me. 

Mr. Morsz. It is obvious that if a company is going to get into q 
shipbuilding program having no business in the yards at the moment 
when he bid, he is going to have to include a bigger factor for over. 
head and yard than if a substantial part of his overhead is already 
taken care of by other business in the yard. : 

Mr. Petuiy. I have always understood that the number of hours 
that go into a ship in its construction representing know-how and 
efficiency is one of the big factors. 

Mr. Morse. Certainly. 

Mr. Priiy. And we certainly have more efficient yards as against 
others which are less efficient yards, so that the cost factor is not just 
a matter of the cost of steel. It is a matter of having the best engi- 
neers and the best architects and the best supervisor and the highest 
degree of skill of your labor and the way you utilize it. 

Certainly everybody knows that Newport News is a very efficient 
and effective yard. 

The gentleman, Mr. Downing, represents it. We know that when 
they work on a Yorrestal-class carrier they are going to do a very 
good job as far as quality goes and as far as turning out the job on 
time and as far as saving cost to the taxpayers. We cannot compete 
with that on the west coast. 

Mr. Downine. You have the weather, Mr. Pelly. We cannot com- 
pete with that. 

Mr. Minter. We will agree with that. 

Counsel ¢ 

Mr. Drewry. I have just one question, Mr. Morse. 

I noticed that you referred to your studies as your “recent studies.” 
I do not recall whether you mentioned just what period of time the 
studies covered. 

Mr. Morss. Are you referring to this 4-percent estimate? 

Mr. Drewry. Yes, sir. 

Mr. Morse. This is the current situation. 

Mr. Drewry. I believe you said that, as far as any change in it is 
concerned, that would be up to the Congress, but is this 4 percent 
over a period of several years or just right now in this current year! 
Might it not be higher or lower next year? 

Mr. Morsz. The estimate is based primarily on the factors existing 
in calendar year 1959. 

Mr. Drewry. So that next year it might be something entirely 
different. 

Mr. Morse. There has been an indication that the cost differentials 
are tending to decrease. In 1955 we thought it was about 6 percent 
at that time. Today we think that it is nearer 4 percent. 

Mr. Drewry. Did you analyze the Navy figures in connection with 
arriving at your answers? 

Mr. Morsr. We have gotten some information from the Navy pri 
marily on their labor costs. They advise us that their labor costs 
were about 814 percent higher on the west coast than on the east coast. 
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wuld | Mr. Drewry. Would not an analysis of Navy experience on their 
tof | contracts be of importance to you as well as what the shipyards or 
rds, Shipbuilders Council might provide in order to arrive at a truly 
are | dependable analysis? 

r. Morse. Yes, sir. 


oa | Mr. Drewry. That is all I have, Mr, Chairman. 
ent Mr. Miter. Just to keep the record straight, Mr. Rivers has raised 
ver. | some question of freight rates, and he took the Mississippi River as 


ady | the dividing line between the east and west coasts. 

Geographically, the center of the continental United States is 
urs | nearly 600 miles west of the Mississippi River, and when you get west 
and of the Mississippi River I think any traffic man will tell you that 

you run into certain mountain rates that make the freight rate for 
a comparable distance much higher when you have to haul freight 
inst | and particularly a heavy commodity like steel through the mountains 
just | than you do when you get on the flat rate. 
;, | That even goes when you buy a railroad ticket across the continent. 
vest | You pay more for mountain rates than for the others. 
| ] was not present, unfortunately, Mr. Morse, when you discussed 
ent , the history of the passage of this act but, as I understand it, it was 
to stimulate shipbuilding so that in the interest of national defense we 


3 


hen | would have the facilities, the skills, crafts, techniques, and the know- 

ery | how on the west coast as well as the east coast; is that correct ? 

on Mr. Morse. Yes, sir. 

ete Mr. Mitier. Now, if shipbuilders are working on a Navy craft, a 
craft being built by the U.S. Government, or working on an oil tanker 

m- | that is not subsidized, or are working on subsidized ships, it does not 


make any difference as long as they are working at their craft and the 
facilities and the ways and the techniques can be kept in being. Is 
that not the objective? Would you say that is right? 
Mr. Morse. Yes, sir. 
8,” Mr. Mitter. Then I would like to refer to the July 1959 issue of 
the | the Bulletin of American Shipping to some figures that I had caleu- 
lated this morning. This is vessels under construction and/or con- 
tract July 1, 1959, so that it does not reflect the two vessels that you 
just spoke about where the contract was let yesterday, including oil 
tankers and other vessels not under subsidy. 


5 is On the gulf coast, as of that date in this report, there is building 
mt | 121,315 vessel deadweight tons. 
ir! On the west coast, 155,427 deadweight tons are building. That in- 


| cludes a little vessel of 2,800 tons being built by National Steel for the 
ng | U.S. Government, hydrographic ship. 5 
On the east coast there are 1,158,590 tons presently being contracted, 


ely of which 13 are big oil tankers as against only 2 oil tankers being 
constructed on the Pacific coast. About 714 times the number of dead- 

als weight tons is being constructed on the east coast as compared with the 

ent west coast. 

| Mr. Garmatz. Will the gentleman yield? 

ith Mr. Miter. Just a minute. 


Is this a good, reasonable percentage to keep the facilities, the skills, 
crafts, the techniques, and know-how and efficiency of shipbuilding 
gomg? Would you care to answer that question? Do you think that 
is a fair division between the gulf coast, the west coast, and the east 
coast to keep these skills in being ? 


et 
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Mr. Morse. On all of these things, it seems to me that the Goverp. 
ment should enter into allocation or mandatory awards to an ares 
only if it is required in national defense and not to pick up the com. 
petitive advantage or disadvantage that any given area hi as, unless jt 
can be justified on national defense. 

Now, this brings to mind another point that I wish to mention to 
you. 

During the Suez situation there were somewhere in the neighbor- 
hood of 90 to 100 contracts placed in American yards for tankers, 
To the best of my recollection, the west coast got five of that number 
of tankers, and they got them primarily because Maritime insisted 
with Bethlehem that they place some of the tankers on the west coast 
as a condition to improving the building in American yards of tankers 
for foreign-flag operation. They were not put out there voluntarily, 

What I am saying is that the Atlantic coast and the gulf coast 
would have gotten all of this purely commercial business, whic ‘h indi- 
cates that the east and gulf coasts do have a competitive advantage. 

Mr. Minter. Mr. Garmatz. 

Mr. Garmatz. I do not think deadweight tons means too much, 
Do you have that broken down into the number of ships ? 

Mr. Mirier. Yes; I think the number was given here. 

Mr. Garmatz. You did not read them off. 

Mr. Miter. This includes the subsidized ships. There are 12 on 
the east coast, 25 on the west coast, and 5 on the gulf coast. 

Mr. Garmarz. The west coast has more ships. I should not ask you 
that question probably. 

Mr. Muuer.’I do not think it has. I think the deadweight tons 
is one of the things that does count. When you want to write off the 
overhead, this is the thing that counts. 

Mr. Matrurarn. Will the gentleman yield ? 

Mr. Mutter. I yield. 

Mr. Matrirarp. I would like to ask Mr. Morse or his lieutenant who 
is the expert in this field, if you were trying to measure the strength 
of a shipbuilding industry at any given time, would the number of 
men employed or the deadweight tons of the ships being built be the 
gage? What would be the best gage? It certainly would not be 
numbers of ships because you could have 20 ships that would not 
involve as much development of skill and facilities as one. 

What would you think is the fairest judge? 

Mr. Morse. I would think the employment factor is the soundest 
factor. 

Mr. Mariit1arp. Would that be fairly directly related to deadweight 
tons? Would the man-hours and deadweight tons of a vessel usually 
have a correlation ? 

Mr. Morse. There would be a relation but, if you are talking about 

cargo ships, it would have a direct relationship between the tonnage 
and the man-hours if you are talking of tankers. There would bea 
different factor there because less man-hours are employed for the 
X number of tons than there would be on a cargo ship. 

Mr. Marutarp. And probably it would not “be valid at all on naval 
vessels, would it ? 

Mr. Morse. I think that is true. There would be less direct rela- 
tionship. The same thing would apply on a passenger ship. 
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Mr. Marrarp. May I ask, Mr. Miller, whether his figures give any 
man-hour equivalent involved ? 

Mr. Miter. No, they do not. I took them from the Bulletin of the 
American Bureau of Shipping for July of this year. 

Mr. Totterson. Mr. Chairman. 

I think yesterday, Mr. Morse, you testified that of the 288 vessels 
to be contracted for and constructed under the replacement program, 
only 56 would be subject to-the provisions of 502(d). 

Incidentally, this constitutes only 20 percent roughly. 

Mr. Morse. Fifty-six was the number. 

Mr. Totterson. The inference might have been left that all those 
56 might, in fact, go to west coast yards. That is not necessarily so. 

Mr. Morse. Not necessarily. 

Mr. Totterson. So that, out of a possible 20 percent, maybe only 
half of that amount would ever find its way to the Pacific coast. I 
think this is conceivable. 

Mr. Morse. It is conceivable. It is also conceivable that some of 
the ships where 502(d) does not apply might go to the west coast. 

Mr. TottEFson. That is all, Mr. Chairman. 

Mr. Garsratz. I have a statement which I ask be placed in the 


record. esol 
Mr. Mitter. Without objection, so ordered. 
(The statement referred to follows :). 


STATEMENT OF CONGRESSMAN EpwaArpD A. GARMATZ, THIRD DISTRICT, MARYLAND 
Aveust 5, 1959 


Mr. Chairman and members of the Merchant Marine Subcommittee, I wel- 
come this opportunity to appear before your committee and present my views 
on my bill, H.R. 8205 and the others which have been introduced to amend the 
Merchant Marine Act 1936, so as to eliminate the 6 percent differential favoring 
west coast shipyards. 

At the time section 502(d) was added to the Merchant Marine Act, conditions 
on the west coast were far different than they are today. Examination of the 
background of this provision, indicates that higher labor and material costs on 
the west coast were the decisive factors in persuading Congress to extend this 
unusual advantage to west coast shipyards. 

However, in the last 20 years we have seen a substantial development of 
steel production facilities on the west coast, which today can supply west coast 
shipyards with the steel needed for ship construction. Furthermore, the ship- 
yards themselves have become well established. 

As far as labor costs are concerned, studies over the past 10 years, indicate 
that this decisive factor in the cost of construction of any vessel, is increasing at 
a far faster rate on the east coast than on the west coast. 

If, in fact, wage rates on the west coast presently exceed those on the east coast, 
this is to a great extent a reflection of the fact that the west coast is enjoying 
greater prosperity, due in large measure to the concentration of defense procure- 
ment contracts in that area. Mr. Chairman, as you may know, over 25 percent 
of all defense procurement now goes to firms in the State of California. 

During World War II when a large number of Liberty ships were built on 
the west and east coasts, maritime figures indicate that the average cost of 
constructing these vessels was substantially lower on the west than on the 
east coast. 

Furthermore, I believe that during the last few months, west coast shipyards 
have won ship construction contracts in competition with the east coast yards, 
not because of the 6 percent differential, but because they are able to underbid 
the east coast yards on a competitive basis. 

Mr. Chairman, to the extent this differential could ever be justified, the jus- 
tification has long since disappeared in the wake of the fantastic growth and 
development of the west coast yards in the last 20 years. I know of no justi- 





58 PACIFIC COAST SHIPBUILDING 


fication for it at this time. Now it exacts fearful discrimination against eag STA 

coast shipyards, at a cost of millions of dollars to the American taxpayers, _ 0) 
At the time section 502(d) was enacted, the proponents of this legislation A 

acknowledged that this differential could only be considered as temporary. Since 

the west coast people themselves insisted that this was a temporary measnre, M 


I believe they should now prove that it is still justified. I am sure that the | cent 
members of the committee will be as much interested as I am in finding out what mel 


the representatives of the west coast have to offer in behalf of its retention Am 
Unless they can offer convincing proof of the necessity and fairness of eop. gulf 
tinuing it, I urge your committee to take immediate action in reporting to the As} 
House, a bill repealing section 502(d) of the Merchant Marine Act. and 
ea . d 1a 
Mr. Minter. Without objection, the statement by Congressman = 
King will be made part of the record along with a statement by Con- | cent 
gressman Hosmer. wis 
(The statements referred to follow :) A 
STATEMENT OF CONGRESSMAN CECIL R. KING, AUGUST 6, 1959 
I appreciate having been given the opportunity to appear before this committee of t 
to express my views on the proposed bill to eliminate from the Merchant Marine ( 
Act the 6 percent differential in favor of west coast shipbuilders for which pro- 1 
ca 


vision is made in section 502(d) of the act. 

As most of you gentlemen know, I have very strong feelings and convictions 
on this subject. You know, too, that I, as well as others have received compara- 
tively short notice of this hearing and I am therefore not prepared with a great 
tabulation of statistics to prove, as I am sure they would, that the cost differen- 
tial between east and west coast shipbuilders exceeds the 6 percent. Nor, asa 
matter of fact, do I believe that such statistics should control the decision of the 
Congress on this most important subject—important, of course, to the west 
coast yards, but even more important to the country as a whole in the maintenance 
of a shipbuilding defense potential on the west coast. 

Before I develop this idea very briefly later, I think it important to clear, if] 
can, a misapprehension which I know exists in many minds, The 6 percent diffe. 
ential is not applied to every bid for construction of vessels under the Merchant 
Marine Act. Far fromit. It is only applied under very circumscribed conditions 
stated in section 502(d). The ships to be built must be for operation from 4 
Pacific coast port in a foreign trade route and must be owned by a Pacific coast 
company and one that has had its place of business there before August 1, 1935. 
Then, and only then, is the differential applied. In any other situation the field 
is completely open to any shipbuilder. You can see, therefore, that a very small 
segment of the present and potential shipbuilding program is affected by the 
provisions of section 502 (d). 

Although the statute has been in effect since 1936, to my knowledge, it has been 
applied but twice. Once with respect to a conversion job, and most recently in 
connection with the bid for the construction of three ships for the American Mail 
Line. I am sure you will agree that these two contracts represent a very small 
percentage dollarwise of the shipbuilding done in this country since World War II. 

However, the real emphasis should be directed to a more important problem- 
our national defense potential. I admit that the east coast yards because of 
many years headstart can probably build ships somewhat cheaper than can our 
west coast yards. Peacetime shipbuilding on the west coast is still in swaddling 
clothes and it must be given the opportunity to grow and prosper. Shipbuilding 
capacity on our west coast is that important to our national welfare, so important 
that the Navy whose concern for the defense of our country is intense and intelli- 
gent allocates combatant ship construction to this area despite the somewhat 
higher cost. 

Our yards on the west coast deserve and must have encouragement and as 
sistance to realize their very great potential. As I have pointed out, the assistance 
given them is circumscribed indeed and very meager. I personally think it | 
should be much more—but don’t under any circumstances listen to a selfish ery | 
to delete what little they have. 
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§raTEMENT BY Hon. CRrarG HosMER REGARDING H.R. 8098, To AMEND THE MER- 
cHANT MARINE ACT, 1936, IN ORDER TO ELIMINATE THE 6-PERCENT DIFFERENTIAL 
APPLYING TO CERTAIN Bips or PActFic CoAst SHIPBUILDERS 


Mr. Chairman, I wish to register strong opposition to any repeal of the 6-per- 
cent differential on shipbuilding contracts on the west coast. The very argu- 
ments which underlie a strong American merchant marine underlie a strong 
American shipbuilding capacity. They are as basic when applied to east and 
gulf coast ship construction as when applied to west coast ship construction. 
As a consequence, the entire logic and support for Federal interest in U.S. ships 
and U.S. shipyards sweeps equally upon the Nation’s three coasts. Thus it is 
that the west coast shipbuilding capacity must be maintained at equivalency. 
Thus it is that the Nation’s best interests are served. Thus it is that the 6-per- 
cent differential must be maintained in order to accomplish these ends; other- 
wise it will be that an imbalance occurs which will weaken the Nation. 

Mr. Mititer. Mr. Macdonald. 

Mr. Macponap. I have no questions. 

Mr. Mitter. The committee stands adjourned, subject to the call 
of the Chair. 

(Whereupon, at 11:45 a.m., the committee adjourned, subject to the 


call of the Chair. ) 


Xx 





